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DEPRECIATION, REPLACEMENT AND GROWTH ? 


DEPRECIATION allowances in the United States have usually 
provided over one-half of expenditures on gross investment. The 
magnitude of this fraction has worried employment-minded 
economists like Keynes and others, and was prominently discussed 
in the TNEC hearings and reports.?, The other aspect of capital 
depreciation—that a large part of current investment is apparently 
needed (and not only in the United States) just to keep the capital 
stock intact becomes important there in war-time, and it is always 
important to those countries who do not look at investment pri- 
marily as an employment-creating device and who suffer from a 
shortage of savings. In Britain, depreciation charges relative to 
gross investment have been somewhat larger than in the United 
States, while the Russians have managed to get away with a mere 
fraction of either—disparities which cannot be completely ex- 
plained by differences in national temperament or by manipulations 
of Soviet statisticians.? . 

Much as I hate to spoil my story by announcing its plot in 
advance, this paper is too long and involved to be clear otherwise. 
It deals with growth of investment and of a capital stock subject 
to depreciation and periodic replacement. Our first task is to 
inquire into the relationship between annual depreciation charges 
and investment in a growing economy or a firm (Section I). Next, 
the relation between replacement on the one hand and investment 
and depreciation on the other is derived (Section II). It turns out 

1 IT am very grateful to the RAND Corporation, and particularly to Joseph A. 
Kershaw and Norman M. Kaplan, for assistance in the preparation of this paper. 
A preliminary draft was presented to RAND in August 1951, and the final 
version in September 1952 (P-325). Thanks are also due to Edith T. Penrose for 
her excellent editorial assistance and to Robert I. Berg (both of the Johns Hopkins 
University) for his faithful help with computations. 

2 J. M. Keynes, The General Theory of Employment, Interest and Money 
(London, 1936), pp. 98-106; Alvin H. Hansen, Fiscal Policy and Business 
Cycles (New York, 1941), pp. 384-8; United States Temporary National Economic 
Committee, Investigation of Concentration of Economic Power (Seventy-stxth 
Congress, Washington, 1940-41): Hearings, Part 9; Final Report of the Executive 
Secretary; Monographs Nos. 15 and 37. 


3 For data and sources, see pp. 5-6, including footnotes. 
No. 249.—voL. LXImI. 
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that in a growing society, replacement falls far short of deprecia- 
tion. Hence, investment net of depreciation cannot be identified 
with investment net of replacement. This suggests that existing 
growth models which have taken this identity for granted should 
be revised, and two such attempts are presented (Sections III and 
IV). In addition to the propensity to save and the capital coeffi- 
cient (or its reciprocal) familiar to us from their past performances, 
a major role is played here by the life span of capital, previously 
neglected. 

The paper is essentially an attempt to put into reasonable 
English the results of mathematical derivations. Its mathematical 
skeleton will, as usual, be hidden in an Appendix and notes; final 
results and numerical illustrations are given in the text, but a few 
sharp bones which I have not been able to conceal still protrude 
here and there. The following assumptions are made : 

1. Each capital asset has a definite life span, indicated by 
m (years) and is religiously retired upon the expiration of this 
period. 

2. In accordance with prevailing American business practice, 
depreciation, D, is computed according to the straight-line method 
applied to the original cost of each asset. There being no scrap 
value, the annual depreciation rate is 1/m. 

3. The discussion proceeds as if every asset had the same life 
span of m years. Actually, m should be interpreted as the average 
life span of all assets, the Appendix indicating the proper averaging 
procedure.? 

4, Gross investment, G, growing at a relative annual rate of r 
is the propelling force of the system. This rate is expressed in 
current prices, and will be deflated when required. The constancy 
of r greatly simplifies the mathematics, but not without cost. 
Unless qualified, ‘‘ investment ” is gross both of depreciation and 
of replacement.® 

5. The existence of government is not explicitly recognised. 


1 All our formulae and numerical illustrations are based on the so-called 
continuous functions from calculus, where investment, depreciation and other 
processes take place continuously through time rather than once each period. 
In the text these functions are expressed in the more familiar compound-interest 
formulas available in any college algebra. The error involved is small enough to 
be disregarded. 

* This is subject to certain qualifications to be indicated below. 

3 Throughout the paper, r is assumed to be positive or zero. Since inventories 
are not subject to depreciation, it may be just as well to exclude them from G, 
though the error would not be large in any case. An attempt to assign the 
principal role to net rather than to gross investment did not pay for the ensuing 
complications. 
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6. To make our results applicable to a new firm as well, a zero 
stock of capital in the initial period is assumed in Section I. This, 
of course, is not true of an established firm or of the economy as a 
whole; even the least-developed countries possess capital stocks 
surprisingly large relative to their outputs. In any case, the 
effects of this assumption do not last long. 

While these assumptions simplify our task, they do, of course, 
restrict the usefulness of the results. A smooth and steady 
growth of investment is not found in a capitalist economy; a 
model embodying fluctuations of some form superimposed on a 
growth curve would be more appropriate there. Also, the treat- 
ment of the life span of assets as a given constant completely 
ignores the problem of replacement timing : surely assets are not 
retired in such an automatic fashion. There will be room for 
other complaints; but there is just so much one can do in one 
paper at one time. 


I 


Like most economic problems, the present one is concerned with 
ratios : in Section II we will deal with ratios of replacement to 


Cuart I 


The Magnitudes of D/G for Different Values of r and m 





16 


years 


investment and to depreciation; here we are concerned with the 
ratio of depreciation to investment, D/G. There being no capital 
at the start, D/G@ begins at zero and rises gradually to its final value, 
which, as shown on Chart I, it reaches at the expiration of m 
years : since assets last for m years, capital stock existing at any 
moment of time is the accumulation of investments over the pre- 
ceding m years; the absence of investment before the zero year 
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prevents the establishment of the final relationship between D 
and G until m years have expired.! 
The final value of D/G is given by the expression, 


(1) 


which varies inversely with both m and r.2 The role of m is 
obvious : longer-lived capital reduces depreciation charges; but 
what r is doing here is not so clear. The more rapid the growth of 
investment (the higher the r), the greater is its present magnitude 
relative to investments of past years and hence to the existing 
stock of capital, the latter, as pointed out above, consisting of the 
accumulation of investments over the preceding m years. D, 
being a fraction of the capital stock, a high r reduces D/G. 

It is most interesting that D/G is not only a function of r and m, 
but also of their product, rm, so that r and m are symmetrical in 
the multiplicative sense. A continuous function formula of D/G 
makes this obvious, but a glance at a compound-interest table will 
convince the reader that, within a reasonable range, this is also 
true for expression (1): a dollar invested at 1% for thirty years 
compounds to approximately the same amount (1-3478) as a 
dollar invested at 2°, for fifteen years (1-3459), one invested at 3% 


for ten years (1-3439) and so on. 

This property of D/G—which is true for most ratios of this 
paper—is most convenient ; it leaves us with only one independent 
variable—rm. The second column in Table I (p. 8) gives the 


1 If total investment consists of two kinds, with life spans of m, and m, 
respectively, such that m, > m,, the correctness of this statement, as well as 
of all our formulas, requires that at least m, years from the initial period must 
have elapsed. There are other conditions restricting the use of m as an average 
for the whole economy. See Appendix, Model 2. 

2 Assuming that investment equalled one dollar m years ago, its growth over 
the last m years can be expressed as the geometric progression : 

1(li+r),(l+y7r)%,... oe oe (1 + "78, (1 + r)*-! 
Its sum over a period of m years, 7.e., the present gross stock of capital, equals 


(1. +1)"—1"  D, being 1/mth of the latter, is ° + ""—1. pividing this by 


G = (1+ 1)", we get the expression in the text. 
If ¢ indicates the length of time which passed from the initial period, and 
t<m, 
1 
*~ +) 


DIG = 
Tm 


8 The final value of D/G in continuous form is : ed - With continuous 


compounding, the result of the example in the text would amount to e** = 1-3499. 
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magnitudes of D/G for various values of rm, and the reader can 
choose his own combinations of the particular values of r and m. 
A reasonable approximation would place the average United 
States m at 30 years or so,! and the average real r over the last 80 
years at, or slightly above, 3%.? With rm thus being in the 
vicinity of 1, D/G in constant prices would approximate to 60%. 
In current prices, r comes closer to 5%; this sets the rm at 
1-5and D/G around 50%. Barring unforeseen changes, a 60-65%, 
average D/G in constant prices may be taken as a reasonable 
approximation for the United States for some time to come.® 


1 Solomon Fabricant, Capital Consumption and Adjustment (National Bureau 
of Economic Research, New York, 1938), p. 34. Estimates obtained orally from 
the United States Department of Commerce also place the average American m 
in the vicinity of 30 years. It is possible that it has been declining over time, 
because of the increasing importance of equipment as compared with construction. 
For our purposes a rough approximation is quite satisfactory. 

2 From Simon Kuznets, National Product since 1869 (National Bureau of 
Economic Research, New York, 1946), pp. 50, 115; Survey of Current Business 
Supplement, National Income and Product of the United States, 1929-50 (Washing- 
ton, 1951), pp. 146, 150. The rate of growth has, of course, sharply fluctuated 
from period to period. 

3 A comparison of these magnitudes with statistical data depends on the 
method of estimate and period chosen. According to George Terborgh, during 
the sixty years, 1869-1929, the American D/G in real terms ranged between 50 
and 70%, with an upward trend due to the slight fall in the rate of growth of G. 
The average for the latter half of the twenties was 64% (The Bogey of Economic 
Maturity (Chicago, 1945), p. 123). His investment, however, includes consumer 
durables as well; otherwise, D/G would be somewhat lower. From Kuznets 
(op. cit., p. 81), we find that over the period 1869-1908, the American D/G in real 
terms was only 45%, evidently because of both a higher r and the relative 
predominance of construction over equipment, the former having a larger m. In 
1909-28, D/G averaged over 60%. 

In current prices, Kuznets’ D/G figures for 1869-1928 are practically the same 
asin realterms. This is rather surprising, because G in current prices grew much 
faster than in constant prices. More recently, D/G in the United States in current 
prices was as follows: in 1929, 53%; 1929-41, 86-4%; and since the war (1946- 
51), 42-2%, the last figure reflecting not only a high level of investment after 
the war, but also the valuation of a good part of capital stock in pre-war prices. 
All these are the ratios of depreciation charges to the sum of new construction 
and producers’ durable equipment (Survey of Current Business, loc. cit., p. 151, 
and the February 1952 issue, p. 9). 

As far as the financing of investment is concerned, these ratios are overstated 
for two reasons : first, not all business depreciation charges are actually earned, 
particularly during depressions. Second, non-business investment (such as 
owner-occupied housing) is not subject to formal depreciation accounting, though 
regular mortgage payments give rise to savings considerably in excess of normal 
depreciation charges. 

The British D/G seems to be slightly above the American, presumably owing 
to a lower rate of growth. In current prices the 1924 figure stood at 59% (as 
compared with some 55% for the United States); in 1929, at 61%. Between 
1930 and 1934 it fluctuated between 62 and 69%. Since the war it has been 
around 50% (somewhat higher if public investment is excluded). These figures 
should be treated as rough indications: my knowledge of British statistics is 
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Interesting data on Soviet investment is presented in Norman 
Kaplan’s recent study.1 Over the period 1930-50, the Soviet 
D/G in current prices averaged between 12 and 25%, a range that 
is not too meaningful because of sharp inflations. As an estimate 
of the real rate of growth of Soviet investment, Kaplan suggests 
12%; this sounds rather high, but the correct magnitude (if 

- there is such a thing) must be extremely hard to ascertain.2 The 
relative shares of equipment and construction in Soviet invest- 
ment being similar to the American, an m of 30 years may be taken 
for a start; perhaps it should be lowered to take account of poorer 
quality and lack of care of their capital; but then obsolescence 
may play a smaller role in Russia than in the United States, 
because it should pay there to use a new machine with, rather 
than instead of, anoldone. Lacking knowledge about the relative 
magnitudes of these adjustments, we may just as well retain the 
above estimate for m. The Soviet rm in real terms would reach, 
then, the very high magnitude of 3-5 or so, with the corresponding 
D/G of 28%. Even an 8% rate of growth (which seems quite 
conservative) would put this ratio below 40%. Thus, in net (of 
depreciation) investment, the Soviet advantage over the United 
States and Britain must be much greater than in gross.® 

The application of these ideas to a firm involves a very heroic 


simplification ; yet the results may be of some interest. As shown 
on Chart I, in the first few years of a firm’s existence a very small 
part of investment expenditures comes from depreciation allow- 
ances; as time goes on depreciation as a source of funds plays an 
increasing role, provided, of course, that the firm is able to earn it. 





very slight. See Colin Clark, National Income and Outlay (London, 1937), pp. 86, 
185; National Income and Expenditure of the United Kingdom, 1946 to 19650, 
Command Paper 8203 (London, 1951), pp. 13, 43, 51; Statistics of National 
Income and Expenditure, Statistical Papers, Series H, No. 1, prepared by the 
Statistical Office of the United Nations (New York, 1952), p. 46. 

1 Norman M. Kaplan, Soviet Capital Formation and Industrialization, a 
RAND Corporation Study P-277 (Santa Monica, California, March 6, 1952), 
particularly pp. 1-12. 

2 This is due not only to the peculiarities of Soviet statistics, but even more 
to the fact that under rapidly changing technological conditions, assortments of 
goods and prices a dependable index of output is extremely difficult to construct. 
On this see Alexander Gerschenkron, A Dollar Index of Soviet Machinery Output, 
1927-28 to 1937, a RAND Corporation Study R-197 (April 6, 1951). 

We should be somewhat careful in applying our formulas to the Soviet 
experience, because the assumption that at least m years have passed from the 
initial point (and their strict interpretation would require even a longer period) 
hardly fits the Soviet case. 

% According to Kaplan, the fractions of gross national product devoted to 
gross investment in Russia and in the United States (excluding the depression 
years in the latter) have been quite similar, between 15 and 20%. 
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Finally, after the first m years are over, D/G becomes constant, 
unless sharp changes in r and m take place. With stable prices, an 
average American firm should eventually be able to finance nearly 
two-thirds of its fixed capital requirements from depreciation ; 
inflations such as have happened in the past would bring this ratio 
down to one-half or so. 


II 


We now turn to replacement (R). Since its magnitude is 
affected by price changes, two separate cases will be considered. 


Case 1. Constant Prices 


By assumption, replacement takes place exactly m years after 
an asset was produced, and therefore, R = G made m years earlier. 
Let the latter equal 1. If G has remained constant, the present 
stock of capital, being the accumulation of investment over the 
past m years is simply m. Since by definition D is 1/mth of the 
capital stock, D = 1. Hence (after the expiration of the first m 
years) R and D are identical. 

Growth destroys this identity. IfG was at 1 m years ago, as in 
the preceding example, and has grown at the rate of r per year 
since, the present stock of capital is larger than m, and D exceeds 1. 
Therefore, D exceeds R. 

As this excess of D over R is caused by the growth of G over the 
period of m years, the disparity between D and R will be greater 
the larger rand mare. Hence the ratio R/D varies inversely with 
rand m. Asa matter of fact, like D/G@ of the preceding section, 
it varies inversely with their product rm. 

More exactly, a stream of investment which stood at one dollar 
m years ago now equals (1 +1)". Hence by definition of R 
given above, 

1 

(2) R/G sid (i + r)* 

which does not equal D/G@ as given by (1). Dividing (2) by (1), 
we find 


rm 
(3) B/D = 7 x1 


Chart II and Table I show the final magnitudes of D/G, R/G 
and R/D as functions of rm. Under stationary conditions they all 
equal 100%. As rm increases, they decline, the fall in R/@ being 
the most pronounced. Taking the United States rm (in constant 


1 The corresponding continuous function formulas are: R/G@ = e-™; R/D = 
rm 


=~ 
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Cuart II 
The Final Magnitudes of D/G, R/G and R/D 
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prices) around 1, as before, we find that while D constitutes some 
63% of G, only 37% of the latter is needed for replacement. Thus 
R/D equals only 58% (37/63), the remaining 42% of D being 
available for expansion. 











TABLE I 
The Final Magnitudes of D/G, R/G and R/D as Functions 
of rm 
Percentages. 

rm. 

Dia. | RIG. | R|D 
0-1 95 91 95 
0-2 91 82 90 
0:3 86 74 86 
0-4 82 67 81 
0-5 79 61 717 
1-0 63 37 58 
1-5 52 22 43 
2-0 43 14 31 
2-5 37 ~ 22 
3-0 32 5 16 
3-5 28 3 11 














The Soviet picture is even more striking. Should their real rm 
be as high as 3-5, only 11% of their depreciation charges (as 
defined here) would be needed for replacement, while replacement 
would constitute a mere 3%, of investment. Even an rm of 2-5 
would keep their R/G down to 8%, a figure small enough to be 
frequently disregarded. Again, their advantage over the United 
States and Britain in investment net of replacement is much 
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greater than a comparison of gross investment figures would 
indicate. 


Case 2. Changing Prices 


A change in prices distorts these relationships, because the cost 
of R no longer equals that of G made m years earlier. Retaining 
r as the rate of growth of investment in current prices, we shall 
indicate the real rate of growth by u, and the rate of increase of 
prices by i = r — u. 

Depreciation being related to the capital stock in original 
prices, D/G still varies inversely with r, and is entirely unaffected 
by the magnitude of the real rate of growth u. Whether invest- 
ment grows rapidly because of real factors or merely as a result of 
inflation is immaterial for D/G. 

The stream of investment which started from one dollar m 
years ago again equals (1 + r)” at present, but owing to the rise in 
prices at the rate of i per year, its present cost of replacement 
has increased to (1 + 7)”. Hence 


(1 + 1%)” 
4 Cc =< +. 
(4) RIG = Gye 
which, with a minor error, can be expressed as 
1 
(5) RIG = qa 


Dividing (4) by (1), we obtain the formidable 
— rm(l+t"™ = miuw+il+" , 

© FP = Ty yr 1 = w+ oP 

It can be demonstrated without too much trouble that R/D 
varies inversely with wu (just as in (3) it did with r), and it is 
obvious that a rise in prices raises the cost of R and therefore the 
magnitude of R/D, but the relationship between m and R/D is 
more complex. First, an increase in m intensifies the effect of 
price changes on R/D; secondly, it reduces R/D for the same 
reason as in Case 1. If prices fall, both effects work in the same 
direction, and R/D falls. If prices rise, they work in opposite 
directions, and an increase in m may move R/D up or down, 
depending on the relative magnitudes of the variables involved. 
(There even exists an m which maximises R/D. This may delight 





rme™ — (u + %)m 
e™ —] em — erin 





1 With continuous functions, R/G = e-™", and R/D = 


The error mentioned in the text arises from the use of discrete functions. Its 
magnitude can be ascertained by actually performing the operation indicated. 
It is small enough to be disregarded. 
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amateur mathematicians, like myself, but has little economic 
meaning.) 

We have already seen that a rise in prices reduces D/G. In 
other words, a smaller fraction of investment can be financed by 
depreciation. We now find that it also increases R/D; thus a 
larger part of depreciation is needed for replacement. Both 
effects are inflationary and help inflation to feed on itself. Exactly 
the same phenomenon but in the opposite direction takes place 
during deflation. Thus the practice of charging depreciation on 
the basis of original cost of capital brings in a certain element of 
instability.* 

This should not be exaggerated, however, because in depression 
many firms are unable to earn their depreciation charges, while 
allowances for price rises are made, formally or otherwise, during 
inflations; yet some effect on dividend and other policies remains, 
particularly during deflations due to the conservative basis of our 
accounting (embodied in mottos such as “cost or market— 
whichever is lower ”’).? 

Of the many numerical illustrations that might accompany the 
expressions for R/D as given by (6) (R/@ can be read off Table I 
by substituting wm for rm), only one is given here: the annual 
rate of inflation (the magnitude of 7) required to equalise R with 
D. This is done in Table II. With a small m, i is roughly equal 
to uw, but as m increases, 7 considerably exceeds u. Taking wu for 
the United States as before, around 3% and m at 30 years, we 
find that the equality of R and D requires an i of some 4% per 

1 Between 1929 and 1932 depreciation charges in the United States in real 
terms (deflated by the price index used by the Department of Commerce in 
computing gross private domestic investment in 1939 prices—see the Survey of 
Current Business 1951 National Income Supplement, p. 146) increased by 16%. 

It should be pointed out, however, that the present depreciation practice, 
by understating profits during depressions and overstating them during inflations, 
reduces income-tax liabilities in the first instance and increases them in the 
second, which should have a stabilising effect on the economy. The latter may 
be more important than the de-stabilising effect discussed in the text. Also, the 
revaluation of assets to express depreciation charges in current prices is a most 
formidable task. On this see E. Cary Brown, Depreciation Adjustments for Price 
Changes (Boston, 1952). 

The application of our results to a cyclical problem should be done with care, 
because our formulas are based on the assumption of continuous growth over the 
preceding m years. 

2 These institutional factors have unfortunately been disregarded in the 
recent discussions of the so-called Pigou effect. I certainly dread to think of 
the damage that a prolonged fall in prices would do to a capitalist economy faced 
with unemployment. See Don Patinkin, “‘ Price Flexibility and Full Employ- 
ment,” The American Economic Review (September 1948), pp. 546-64. 

8 It is computed from the formula im + e~™ = e™ — um, obtained from 
the expression for R/D given in note 1 on p. 9 by taking R/D = 1. 
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year. Over short periods of time, sharper price rises have taken 
place, but the average since 1869 or so has been about 2% per 
year.2 Thus on the whole, R (as given by (6)) has been some 20% 
below D, and barring very strong inflations (an annual rise of 4% 
would double the price level every 17 years), a somewhat similar 
situation can be expected in the future. 


TABLE II 


The Annual Rate of Inflation which Equalises Replacement and 
Depreciation for Given m and u 















u“ percent- Percentages. 

1. oo | 4. | 6. 
10 1-05 21 | 38 4-6 6-0 
20 1-07 2°3 3-8 5-5 75 
30 1-11 2-5 4:3 6-6 9-8 
40 1-16 2-7 5-0 8-3 13-5 











That a change in prices can upset the relationship between R 
and D is well known. When prices rise, demands for larger 
depreciation credits for tax purposes are invariably made, the 
usual straight-line charges based on original costs being allegedly 
insufficient to finance replacement. Yet in an economy like the 
American it takes quite a substantial price rise to bring about the 
apparently desired equality of R and D.* But when prices do 
not change, this equality is usually taken for granted. 


1 With constant prices and wm = rm = 1, R (as was shown in Case 1) falls 
short of D by some 40%. This would suggest at first glance that a price increase 
of some 1% per year for 30 years would be sufficient to equalise R and D, rather 
than the 4% indicated in the text. The reason for this apparent discrepancy 
between common sense and mathematics lies in the fact that as prices rise, D also 
rises, though not to the same extent. 

2 The sources are given in note 2 on p. 5. All these figures are rough 
approximations. In the last few years, prices have risen by much more than 
2% per year. Whether this will be the pattern for the future remains to be seen. 

8 While some rate of growth, such as was indicated in the text, can be taken 
for the United States as a whole, there are many firms which grow more slowly, 
or not at all; for them any price rise may make R larger than D. The discussion 
in the text should not be interpreted as an argument for less liberal depreciation 
policy for tax purposes. 

« The references here range all the way from an abstract article by Ragnar 
Frisch on ‘‘ The Interrelation between Capital Product and Consumer-Taking,” 
Journal of Political Economy (October 1931), pp. 646-54, to such diverse works as 
the preliminary Estimates of the Capital Structure of American Industries, 1939, 
by the Harvard Economic Project (January 1950), p. 21; the TNEC Monograph 
No. 37, op. cit., pp. 69-70; Lewis H. Kimmel, Depreciation Policy and Postwar 
Expansion (Brookings Institution, Washington, 1946), pp. 15-16 andsoon. Most 
economists simply ignore the relationship between replacement and depreciation, 
which in most relevant instances implies the acceptance of their identity. 
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For this there are several reasons. First, there is our tradi- 
tional preoccupation with stationary economics, which, of course, 
excludes growth. Close to this comes the deeply ingrained treat- 
ment of economic phenomena not as infinite processes but as final 
events which begin and end within a given period of time. An 
analysis of a constant stream of investment or even of a single or 
several separate investments are familiar examples of these types 
of approach. The concept of an economy growing indefinitely at 
some rate or rates has not yet received its deserved place in our 
tool-box. 

But there is also a more fundamental difficulty. The demon- 
strated inequality between R and D depends on the definitions 
of these processes adopted here. If, for instance, depreciation is 
computed not along a straight line, but as an annuity to be in- 
vested at an interest rate equal to r so that it will accumulate to 
the original cost of the asset at the end of m years, the inequality 
between R and D disappears.! Conversely, the concentration of 
depreciation charges in the first few years of the life of an asset 
will increase the disparity between D and R. 

The nature of replacement is more complex.” Even with a 
fixed life span of a capital asset, its removal from the books at the 
end of m years is an accounting entry which may or may not have 
economic significance. If the productive capacity of the asset 
remained more or less intact to the end, our assumption that 
replacement takes place in one operation is not far from reality. 
On the other hand, if its productive capacity declines gradually 
over time its replacement by other assets (not necessarily within 
the same firm) is likewise a gradual process, and should the latter 
happen to move along a straight line, R and D become identical. 
If its capacity should decline particularly fast in the early .years, 
replacement will exceed depreciation. 

Thus the usually assumed identity of R and D, even in a grow- 
ing economy (with constant prices), is not necessarily wrong, 
though I suspect that not all who accepted it had gone through 
this reasoning. Within a reasonable range, it should be looked 
upon as a more or less extreme case, the opposite extreme being 
our present approach. As usual, the truth lies somewhere 
between them. 

In the United States, where assets are usually well maintained 
and retired more in response to technical obsolescence rather than 


1 I owe this observation to James 8. Duesenberry. 
2 An excellent discussion of replacement timing is given by George Terborgh 
in The Bogey of Economic Maturity (Chicago, 1945) pp. 102-8. 
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because of physical deterioration, our treatment of replacement 
may be a better approximation of reality. In the more traditional 
countries the opposite may perhaps be true. Paradoxically, this 
may also be the case in Russia, where shortage of capital may make 
obsolescence relatively ineffective. 

The extreme case presented here has not only made explicit the 
assumptions of its rival, but has also laid the groundwork for the 
general case as some average between them. While numerical 
results will depend on the averaging method chosen, I doubt if the 
overall behaviour of the variables will differ greatly from ours.? 


III 


So long as depreciation charges and replacement expenditures 
are assumed (by design or oversight) to be identical, no harm is 
done by excluding them from gross savings on the one hand and 
gross investment on the other. This method has been followed 
in the existing growth models constructed by Harrod, Fellner, 
myself and others.2, But as soon as the divergence between D and 
R, caused both by growth and changing prices, is recognised, a 
revision of these models becomes necessary. 

The attempts presented here follow in their main logical struc- 
ture the familiar lines of their predecessors, and possess the same 
fundamental defect of treating all investment as a single homo- 
geneous stream which enlarges the capacity for the production of 
goods in general. Capital remains the only limiting factor, all 


1 When I first found that R differed from D (spring 1951), I was not aware of 
the earlier works on the subject. Since then, I have found a reference to it in 
E. L. Grant and P. T. Norton, Depreciation (New York, 1949), pp. 292-5; a 
note in George O. May’s “‘ The Relation of Depreciation Provisions to Replace- 
ment,” The Journal of Accountancy (May 1940), p. 341. It is also mentioned by 
the Soviet economist A. I. Notkin in Ocherki Sotsialisticheskogo Vosproizvodstva 
(Moscow, 1938), pp. 104-8, where it is traced back to Marx. (I owe this reference 
to Alexander Ehrlich of the Harvard Russian Research Center.) There must be 
other instances as well. A colleague of mine, G. H. Evans, and a former student, 
Robert Eisner, have also been working along these lines. But the most thorough 
analysis of the relation between R and D for given r and m that I know of was 
done by Terborgh (op. cit., pp. 108-19) in 1945. I am sure that I had read his 
book then, and yet I had entirely forgotten about his presentation, perhaps 
because of the intensely polemic nature of the book which might have concealed 
his positive contribution. Also, he did not go beyond numerical examples and 
therefore did not obtain the general relations between the variables and the 
symmetry between r and m. It is interesting that his replacement was defined 
as a simple arithmetic mean between our R and D—a simplified general case. 

2 For a bibliography on this mushrooming subject, see William Fellner, 
“‘ The Capital—-Output Ratio in Dynamic Economics,” Money, T'rade and Econamic 
Growth in Honor of John Henry Williams (New York, 1951), p. 106, and my essay 
on “Economic Growth: an Econometric Approach,” American Economic 
Review Papers and Proceedings (May 1952), p. 480. 
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other resources being available in sufficient quantities. No 
explicit recognition of the government, and hence of its expendi- 
tures and taxes,is made. These limitations make our models ill- 
suited for practical problems, but owing to the simplicity of their 
structure they are unexcelled for use in a first examination of a 
new relationship in the theory of growth. In our case the innova- 
tion consists of working with gross rather than net saving, and in 
the substitution of replacement for depreciation in the computa- 
tion of net investment. 

An increase in capacity in terms of gross national product (P) 
is assumed to be proportional to net investment so defined (that 
is, net of replacement), the factor of proportionality, the capital 


coefficient, being indicated by v = - as This implies that 





assets retain their full productive capacity until their retirement 
at the end of m years. By contrast, the old growth models work 
with output, saving and investment net of depreciation and define 
MP = Dy so that productive capacity 
of an asset is always proportional to its net-of-depreciation value. 
Each approach has its own virtues, but since the other has been 
explored in considerable detail, it may be interesting to find where 
our new trail will lead. And in following it, we will be able to 
assign a new and important role to m, and to present a few other 
novelties as well.? 

Dealing with an economy rather than with a firm, we can 
dispense here with the initial m years when no replacement is 
required. This is not a great loss, but to make use of the results of 
the first two sections, it is necessary to assume that the rate of 
growth r (or u) has been maintained for at least m preceding years 
—a rather uncomfortable position from which to study rapid 
industrialisation of undeveloped countries; moreover, r (with 
constant prices, otherwise—w) acquires a new meaning: up to 
now it has simply been the rate of growth of investment; now it 
also becomes that rate of growth (of investment and of national 
product) which is made possible by (or imperative for) the full 


their capital coefficient as 


1 A reader familiar with some of my earlier writings (particularly those in 
Econometrica of April 1946, and in the American Economic Review of March 1947) 
may ponder about the difference between the concepts of s and o used there and 
this new v. v is the gross capital coefficient, while s is the reciprocal of the net. 
a is adjusted for the possible reduction in the productive capacity of other parts of 
the economy as a result of a given investment programme. 

2 The models presented here are by no means the only ones that can be 
constructed on the basis of the difference between D and R. 
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utilisation of the stock of capital. In other words, the actual and 
potential rates of growth are assumed to be identical, which is not 
too realistic for a capitalist economy. Both of these assumptions 
could be dropped, but not without mathematical complica- 
tions. 

As in other models, the rate of growth is expressed in terms of 
the capital coefficient and the propensity to save. The former has 
already been defined ; for the latter there are several possibilities. 
The simplest definition of the propensity to save is to express it as 
a given fraction—f—of the gross national product, without any 
special provision being made for depreciation (or replacement). 
Our first model will be so constructed, and its simplicity is gratify- 
ing, but it is more applicable to a centrally directed economy, 
where a part of total output is set aside for investment, rather than 
to a society like the United States. For the latter, a second model 
will be presented in which total savings consist of two components : 
net savings of individuals and corporations, plus depreciation 
charges. For depreciation, we have the formulas of Section I, while 
net savings will be expressed as a fraction—a—of the net national 
product (P — D).1 

Our task is as follows: express the rate of growth of gross 
product and of investment in terms of m,vand Bora. Since B = 
G/P is assumed to be constant (and a constant a yields a constant 
B), the relative rates of growth of P and G are the same. 





THe B Move. 


Case 1. Constant Prices (v and m Mutually Independent). 


By definition of », AP =" —*. Divide both sides by P and 


substitute P = G/B into the right-hand side : 


=F Ha4) M2) 


(7) P vP v\ G v G 


Be 
i 


From expression (2), Section II, , = wr 


cue ge 


iS a aia 8 apis 
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1 Two implicit assumptions should be pointed out : first, there is no gestation 
period of capital assets; second, both (the net and the gross) propensities to save 
exclude that part of saving which goes into inventory accumulation because our 
investment is limited to fixed capital. This, however, is a minor item. 

There are other ways of defining the propensity to save. For instance, it 
could be made a function of the rate of growth of income, as suggested by d. S. 
Duesenberry in his Income, Saving and the Theory of Consumer Behavior (Cam- 
bridge, 1949). This would not involve circular reasoning, but merely give us a 
system of simultaneous equations. 
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Substituting this into (7) and observing that the left-hand side 
equals the relative rate of growth of P, that is, r, we finally get 


ee ee 


This is one of our simpler expressions, yet it cannot (to my 
knowledge) be solved erplicitly for r. Taking advantage of the 
fact that the right-hand side of (8) is a function of rm, numerical 


solutions can be easily obtained for given ratios of e by setting up 


a rm column, computing the values of r and then dividing them 
into the corresponding values of rm to find the magnitudes of m. 
Such a calculation is presented in Table III. 














TaBLeE III 
The Relationship Between m and r for Given E 
BK 5%. B _ 7.5%, | B _ 10%. 
rm, 
7%. m years. 7%. m years. | r%. | m years. 
0-1 0-5 21-0 0-7 14-0 1-0 10-5 
0-2 1-0 22-1 1-4 14-7 1-8 11-0 
0-3 1-3 23-1 1-9 15-4 2-6 11-6 
0-4 1-6 24-3 2-5 16-2 3-3 12-1 
0-5 2-0 25-4 3-0 16-9 3-9 12-7 
0-6 2-3 26-6 3-4 17-7 4:5 13-3 
0-7 2-5 27-8 3-8 18-5 5-0 13-9 
0-8 2-8 29-1 4-1 19-4 5-5 14-5 
0-9 3-0 30-3 4-5 20-2 5-9 15-2 
1-0 3-2 31-6 4-7 21-1 6-3 15-8 
1-5 3-9 38-6 5-8 25-7 7-8 19-3 
2-0 4-3 46-3 6-5 30-8 8-6 23-1 
2-5 4-6 54-5 6-9 36-3 9-2 27-2 
3-0 4-8 63-1 7-1 42-1 | 965 31-6 
3-5 4-8 72-2 7:3 48-1 | 9-7 36-1 
Lim 5-0 7-5 10-0 
m—>~ | 
| 




















Its striking characteristic is the extreme sensitivity of r to m. 
A eB of 5% (with B = 15%, for instance, and v = 3) is not at all 


uncommon; the American figure is not much higher, and it is 
certainly lower in most non-communist undeveloped countries, 
yet an m of 20 years results in a microscopic growth of less than } of 
1%; an r of 2% is not reached until m exceeds 25 years. As 
rapid deterioration of industrial equipment due to improper care 
is quite common in these countries, even a 8 of 20% may not give 
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them any significant growth, unless a more intensive utilisation of 
capital (that is, a reduction in v) can be achieved. The fact that 
the absence of replacement in the first few years (of an industrial- 
isation programme) will conceal the true state of affairs makes the 
latter particularly dangerous. 

The last case of Table ITI, where 4 equals 10%, was constructed 
with Russia in mind. If we should take Kaplan’s estimate of the 
Soviet 8 in the vicinity of 18% (excluding inventories), which 
appears surprisingly low, and an m of 30 years, a 10%, rate of 
growth is possible, provided their v is below 2.1. A rate of growth 
of 12% suggested by Kaplan would require v to drop to approxi- 
mately 1-5. Compared with American coefficients, this would 
either indicate a much more intensive utilisation of capital, or the 
improbability of such rapid growth.” 


Case 2. Constant Prices (v a Function of m) 


The conclusion of Case 1 that larger m is always conducive to 
growth suggests that the best path to economic development lies 
in the building of pyramids. So it would be (in the framework of 
this model) if a larger m were not accompanied by a higher v, 
that is, if longer-lived capital were not more expensive relative to 
output. There is no doubt that beyond a certain range greater 
capital longevity becomes very expensive (in terms of v) and even 
completely useless due to obsolescence. It is quite reasonable 
to assume then that v should vary directly with m, at least over 


1 When rm is large, R/G as given in Table III is so small that r almost equals 

Bie. 

2 Kaplan, op. cit. 

In the United States the overall capital coefficient defined as the ratio of 
gross fixed capital (without inventories) to gross national product (both in 
constant prices) has been around 3, evidently with a downward trend (it was 
near 4 in 1900). During the last war it went down to something like 2-5 
(including military assets), and has apparently stayed around this figure since. 
So a Soviet capital coefficient of 2 does not appear impossible. It should be 
made clear, of course, that these are extremely rough estimates and that we 
should not accept or reject a certain rate of growth for Russia merely because it 
does or does not imply a “‘ reasonable ’’ capital coefficient. 

For sources, see the following studies of the National Bureau of Economic 
Research: R. W. Goldsmith, ‘“‘ A Perpetual Inventory of National Wealth,” 
Conference on Research in Income and Wealth, Studies in Income and Wealth, 
vol. 14 (1951), pp. 18-19; J. E. Reeve et al, ‘‘ Government Component in the 
National Wealth,” same publication, vol. 12 (1950), p. 502; Simon Kuznets, 
Annual Estimates of National Product 1869-1949 (mimeographed), Capital 
Requirements Study (March 1951). 

Goldsmith’s net of depreciation estimates were divided by 0-6 to obtain the 
corresponding gross magnitudes. 

No. 249.—voL. Lx. Cc 
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a certain range, but the exact form of the function is not easy to 
ascertain. 

An attempt to derive a regression of v on m from Leontief’s 
capital coefficient data covering a number of manufacturing 
industries, plus several categories of mining, public utilities, 
transportation and housing failed completely.1 But if each of 
these broad classes (such as manufacturing or transportation) is 
treated as a single industry, a pattern begins to emerge : industries 
heavily dependent on construction, such as transportation, public 


Cuart III 


The v-m Curve 








No 

















m" ot 7 _ ~~ # 


















































4 2 16 20 24 28 32 36 40 “4 48 
m in years 


utilities and housing, have considerably higher magnitudes of v 
and m than is the case with manufacturing. What we really need, 
however, is not so much a cross-sectional study by industries, but 
the magnitudes of m and v of different varieties of assets fulfilling 
similar functions (stone or wooden houses, roads with deep or 
shallow foundations, high quality or ordinary tools, etc.) because 
practical choices are usually made between these. In the absence 
of such a study we shall assume that v as a function of m is ex- 
pressed by the hypothetical v-m curve ABC on Chart III.? It must 


1 Harvard Economic Research Project, Estimates of the Capital Structure of 
American Industries, 1939 (January 1950). Capital coefficients given there are 
ratios of capital to output. For our purposes, ratios of capital to value added 
would be more meaningful, but even this adjustment failed to give any results. 

2 The formula of the curve is v = 4 — 0-3m + 0-01m?. Though I have tried 
to make it reasonable, it should not be taken too seriously. 
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have a positive slope in the relevant range (BC), because otherwise 
we'll be back at the pyramids. But a negative slope for very low 
magnitudes of m is possible ; sometimes short-lived assets may be 
extremely inefficient. It is obvious, however, that it would not 
pay to stay on the AB part of the curve, and it can be omitted 
from consideration in the present case. 

BC has an increasing slope, because, among other reasons, 
obsolescence limits the effective life span of assets. This attribute 
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of the curve, however, is not as important as the positiveness of 
the slope itself. 

Now that a large m has become expensive in terms of v, growth 
is not necessarily speeded up by increasing m, as it was in Case 1. 
The relationship between m and r has become more complex, and 
there exists an optimum m which maximises r. Chart IV shows the 
family of r-m curves for given values of 8. Their exact shape and 
position depend, of course, on those of the v-m curve ABC on the 
basis of which they are drawn, but their general form appears 
quite reasonable. 

A B of 10% gives no growth whatsoever, the maximum value of 
r being exactly zero for m = 20 years. As 8 increases, the r—m 
curve moves upward, but it is interesting that even with a relatively 


1 A short range of the curve to the left of B becomes relevant in Case 2 of 
the a model. 





20 THE ECONOMIC JOURNAL [MARCH 


high f, r remains vulnerable to a low m : even a high propensity to 
save offers only a limited protection against the dissipation of 
savings on replacements when no depreciation (or replacement) 
reserves are set up.} 


Case 3. Changing Prices 

It is assumed here (as we did in Case 2 of Section II) that all 
prices change in the same proportion. Since neither v nor f are 
affected, there being no depreciation charges, the whole system is 
perfectly neutral to price changes and the results of Cases 1 and 2 
remain unchanged, except that w—the real rate of growth— 
should be used instead of r. 


IV 
THE a MopEL 


This is the ‘“‘ capitalist ’’ model in which investment is financed 
from two sources : net savings which constitute an a fraction of 
net (of depreciation) national product, and depreciation allowances. 
The essence of this model lies not in a variable fraction invested of 
total product (our old 8), because a constant a yields a constant B 
as well (after the first m years), but in allowing f to emerge from 
the model in such a manner as to assure a given a.” 

The financing of investment from these two sources creates 
mathematical complications which are hardly explainable in 
non-technical language. For that matter, some of them are hard 
to explain in any language. 


Case 1. Constant Prices (v and m Mutually Independent) 


The simplest expression of r as a function of m, v and a that I 
have been able to derive takes this form : 


+... aBee hate] 


which again cannot be solved explicitly for r. But by a short 
transformation it is possible to compute from it numerical illustra- 
tions given in Table IV.® 


1 It is curious that the optimum m (corresponding to the maximum r) falls 
with increasing 8. Thus a f of 15% sets the optimum m near 18 years, while 
with a B of 25% the corresponding m falls to 16-5 years. This relation between 
B and m depends on the secondary characteristics of the v-m curve: that its 
slope be increasing, constant or slightly decreasing. If it should decrease sharply 
instead, the conclusion is reversed and a rising f will increase the optimum m. 

2 See expression (5.2) in the Appendix. 

3 Both sides of (9) are multiplied by m, and the latter is expressed as a function 
of rm, v and a. Then the method of Table III is used. 
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TaBLE IV 


The Behavior of r as a Function of m, v and a 





a= 5%. a= 10%. 
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Note: The underlined figures are the maximum magnitudes of r 


Its most interesting aspect is the fact that r is almost completely 
independent of m, contrasting sharply with the results of Table III 
in the 8 model. When gross savings contain a “‘ sound ”’ provision 
for depreciation in addition to net savings, however modest the 
latter may be, growth is never in danger. Even with an a of 
5% and a v of 3, an r of about 2-5% is virtually assured. For 
the United States in peace-time this may be quite a source of 
embarrassment, because failure to grow at the required rate 
creates unemployment, but for countries who know how to use 
their savings—certainly a blessing. An export of some of the 
accounting conservatism out of the United States and into less- 
developed countries might benefit all concerned. Depreciation 
accounting really sets up hidden reserves, and a glance at the B 
column shows what a large sacrifice of possible consumption may be 
involved even when a does not exceed some 5—10%. 

r is practically independent of m because the model does not 
have to pay, so to speak, for replacement: the latter is auto- 
matically provided for by depreciation charges which are more than 
adequate. As a matter of fact, a closer examination of Table IV 
reveals that there even exists an m (and by no means a large one) 
which maximises r. It leads to the amusing conclusion that in a 
society represented by this model, output will grow slightly faster 
if capital stock is not too durable, and this is not because durable 
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capital is expensive, as was assumed in Case 2 of the 8 model, 
but only due to accounting peculiarities. 









Case 2. Constant Prices (v a Function of m) 


As soon as v becomes a function of m, that is, when greater 
capital longevity must be paid for, the insensitivity of r to m 
disappears and the r-m curve acquires a pronounced maximum. 
The exact position of the optimum m which maximises r depends 
on the magnitude of a and on the form of the v-m function, but 
on the whole there is little doubt that under reasonable conditions, 
it will be in the vicinity of the lowest point of the vm curve : since 
for any value of m depreciation charges are automatically provided 
for, so to speak, from the outside, a higher m offers no particular | 
advantage. On the other hand, a low m reduces v (until its 
minimum is reached), which is the only cost from the point of 
view of the model. Hence the movement towards that m which 
minimises v.! 






























Case 3. Changing Prices (v and m Mutually Independent) 


In its logical structure, this case is similar to Case 3 of the B 
Model, but the heavy reliance of total savings on depreciation 
charges makes the real rate of growth highly sensitive to price 
changes, and thus leads to conclusions quite different from those 
of the other case. The formula expressing u as a function of a, v 
and 7 (or r) is more complex than ever and will be tucked away = 
into a footnote.? At this late hour, we shall forego the quest for a 
maximum wu and only try to determine the rate of growth of 
prices (the magnitude of 7) which could eliminate growth alto- 
gether. 

The Appendix (with the usual apologies to the reader) shows 


that a necessary but not a sufficient condition for u Coisa <= 


1 It is interesting that as a increases, the optimum value of m which maximises 
r is pushed somewhat to the left of that m which gives the lowest point on the 
v-m curve. I have not analysed this in any detail, but I believe that it is due 
to the same causes which created the maximum r in Case 1: that a slightly lower 
m than would be expected on purely rational grounds yields a higher r because 
the lower m gives rise to larger depreciation charges. 

* This formula is 

u a 1 


oo I 
a ee 2 a 


rm 





It cannot be solved explicitly for u; the right side can be readily computed for given 
a, v, r and m, and the magnitudes of u are obtained by equating the left side to 
the right by a process of successive approximations. 
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(which can also be expressed as m < =, or v > am, depending on 


the most convenient point of view). Should m be near 30 years, 
and v not below 3, this condition will be satisfied if a < 10%, 
which is highly probable for many countries. 

This, however, is not a sufficient condition, the actual outcome 
depending also on the degree of inflation. Table V gives the 
annual rate of growth of prices required to reduce u to zero.1_ For 
a = 10% with v = 2 or 3, or a = 5% with v = 2, the rise in 
prices must be very rapid indeed. But with a = 5% and v = 3, 
which is more reasonable, particularly for non-communist un- 
developed countries, the elimination of growth (and even retro- 
gression) becomes a distinct possibility, particularly if careless 
treatment of capital should reduce m. A strong inflation destroys 
depreciation charges in real terms to such an extent that a moderate 
net propensity to save is insufficient to finance replacement, let 
alone to provide for the expansion of the capital stock. 

















TABLE V 
Annual Rate of Inflation (i) Required to Eliminate Real 
Growth (u = 0) 
a = 5%. | a = 10%. 
m. 
v = 3. v=2 | v=3 v=2 
Per cent. | Per cent. 

5 1-4 3-3 3-1 7-5 
10 2-7 4-9 6-3 13-2 
15 3-3 6-0 8-8 23-3 
20 3-8 7:3 123 oo 
25 4-3 9-1 21-4 impossible 
30 4-9 12-4 0 ” 
35 5-6 21-7 impossible = 
40 6-6 ao ” ” 
45 8-2 impossible | * ” 
50 11-4 i " v 
55 20-6 ” ” ” 
60 ao ” ” ” 

















Comparing the results of the two models, we find that in the B 
Model the real rate of growth is highly sensitive to m, but is immune 
to inflation, while in the a Model, it is very vulnerable to inflation 
but does not depend as much on m. 





* * * om aK 
1 It is based on the formula 
rm _ tite ‘ 
So a ee 
(i + r)™ v 


which is obtained from that presented in note 2 on p. 22 by taking u = 0. 
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Any person who has had the patience to get through these 
twenty-three pages (not to mention the next nine pages of the 
Appendix) must be so well aware of the limitations of the paper 
that there is no need to belabour them further. The large number 
of constants (which show amazing variability in real life) and of the 
simplifying assumptions (many of which do not exist) may have 
well given the reader a feeling of an analytical strait-jacket. <A 
good deal of these defects can be remedied, but not before there 
is a greater assurance that the effort is worthwhile. 

I hope very much that the paper has not given the impression 
that the subject of replacement and depreciation must necessarily 
be tied to models such as presented here. It is a large and import- 
ant subject which has been considerably neglected in economics. 
If we reflect on the fact that some 50°, of investment expenditures 
in the United States are made for replacement purposes and that 
over the period 1929-40 and 1947-51 depreciation charges (as 
defined by the United States Department of Commerce) exceeded 
personal savings by a ratio of almost 3 to 1, the potentialities for 
public policy in this field will become quite impressive. The 
next step is to investigate the proper form which this policy should 
take. 

Evsty D. DomaRr 
The Johns Hopkins University, 
Baltimore. 


MATHEMATICAL APPENDIX 
List of Symbols 


(In order of their appearance and with the model of their first appearance 
indicated.) 


Model 1. = time in years; 

= life span of capital assets in years ; 

= annual gross investment ; 

= relative annual rate of growth of G in current prices ; 
gross (of depreciation) stock of capital ; 

annual depreciation charges ; 

annual replacement expenditures. 

= a constant; 

depreciation rate = 1/m; 

a symbol used for abbreviation ; 

a symbol used for abbreviation. 

relative annual rate of growth of prices; 

relative real annual rate of growth of G (u = r — 1); 
a symbol used for abbreviation. 

gross propensity to save = G/P; 

capital coefficient ; 

annual gross“national product ; 


Model 2. 


I ll 


Model 3. 


t i il 


Model 4. 


I 


Memes eecunaoeWDUNe QS a 
| 
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H = a symbol used for abbreviation ; 
« = a symbol used for abbreviation ; 
I = a symbol used for abbreviation ; 
N = investment net of replacement per year (V = G — R); 
N, G, P = the corresponding concepts in real terms. 
Model 5. a = net (of depreciation) propensity to save ; 
W = a symbol used for abbreviation. 


Throughout the paper it is assumed that G = e", and that r>0. No re- 
valuation of capital assets takes place. Maximum conditions are established by 
equating the first derivative to zero, the nature of the problem making further 
proof unnecessary. In several cases complicated derivations of relatively un- 
important propositions have been omitted, but they are available and will be 
furnished on request. 





Mopet 1. One KInp or INVESTMENT. CONSTANT PRICES 


Casel. t<m 


From 
(1.1) G= oe 
_ 
(1.2) K = fea a <— 
0 
_— 
(1.3) ba tet 
m rm 
D 1-e™" 
(1.4) a= 
Case 2. t>m 
By definition, 
(1.5) R, = Gym = et-™ 
t e"(1 —_ e-"™) 
(1.6) K ss | Gdt = — oe (see text, pp. 3-4) 
t—m 


se -—<2 


(1.7) p= = = 20 — 
(1.8) —— Kool, to 
(1.9) > — 

(1.10) k= a 


It can be readily shown that the derivatives of “4 - and . with respect to r, 
m and rm are negative, and (by differentiating the numerator and denominator 
when necessary) that 


(1.11) Lim (3) = Lim (4) = Lim (5) wt 

rm—> 0 G rm—> 0 G rm—->0 D 
(1.12) Lim (3) = Lim (3) = Lim (5) = ® 

rm—> 2 rm —> «© G rm > D 
For D to be equal to R, the depreciation rate should be 

R r 

1. i . 
ested KK em— 1 


which is the reciprocal of an amount of annuity for m years invested at the rate 
of r (see text, p. 12). 
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Mopet 2. Two Kinps or INVESTMENT. CONSTANT PRICES 


Symbols with subscripts will refer to specific investments; symbols without 
subscripts indicate averages for both investments. Assume m, > m,. 





Let 

(2.1) G = et = bye" + be" 
Casel. t <m, <™, 

It is obvious from (1.2) that K, = ate = e. K,= oe ») ond K = 
Aline, Hence, 

r 

D RK, K 
(2.2) am es = ashy + abs 


Thus a and m = 1/a are constant. 


Case 2. m<t<m, 

By assumption, R, = 0. 

From (1.6), (1.2) and (2.2), 

as ow eee — oN to») 

K b,e"(1 — e-r™) + b,(e* — 1) 

Here a is not a constant, and we cannot take m as its reciprocal because by the 
nature of the problem m is supposed to be constant, though if needed, it could be 
re-defined. 
D _ a,b,(1 — e~™) + a,b,(1 — e~”) 








(2.4) 5 
(tm) 
(2.5) > _ —_ =b,e-"m 


because R, = 0. 5 can be derived but it is too complicated to be of theoretical 


value. 
Consider the special case when the second investment represents an accumula- 
tion of inventories, so that a, = 0. Then, 
a,b,(1 — e-"™) 








ies “= 50 — em) + Bl — eo) 
(2.7) Lima = —> 1 7 
t>o | 
1+ (r=) 


Over the period 1929-50 in the United States, investment in inventories 
comprised about 5% of investment in construction and producers’ durables (all 


in constant prices). Taking therefore 2 = 0-05, and assuming rm = I, we find 
1 


that 
(2.8) Lim a = 0-93a, 
t>o 
It therefore makes little difference whether G does or does not include investment 
in inventories. 


Case 3. t>m,>m, 
Following the results of Cases 1 and 2, we can establish that 
~ te oe ee 
os = bl — em) + byl —e-™) 
D_ a,b,(1 — e-™) + a,b,(1 — e~"™) 
_— r ; 








(2.10) 





1 Survey of Current Business Supplement, National Income and Product of the 
United States, 1929-50 (Washington, 1951), p. 146. 
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(2.11) 3 = b,e-"™ + b,e-r™ 
(2.12) R a r(b,e-7™ + bye“r™)_ 


D~ a,b,(1 — e-™) + a,b,(1 — e-™) 
We shall now prove that m = as given by (2.9) can be used as the average 


, . D i 
life span of both investments so as to obtain the expressions for G and Gq 8iven by 


é ae " R, D 
(1.8) and (1.9) respectively. (5 can be omitted because it is the ratio of G to a) 


In other words, we want to show that 





(2.13) 2 _ 2h — 9 + 0h -™) i 
: G r rm 
and 
R > ees 

(2.14) a= b,e-™: + b,e-"™ = € 

Introduce the notation 

(2.15) b,e-"™ aa b,e~-"™ =2Zz 

(2.16) a,b,(1 — e-™) + a,b,(1 —e-™) = y 
m as given by (the reciprocal of) (2.9) can be expressed as 

(2.17) 


Me Ek” Sak Bel 
~~ @yb,(1 — e-*™) + a,b,(1 — e-"™) ~ a,b,(1 — e~™) + a,b, (1 — e-™) 
because b, + 6, = 1. Hence, 





1— 
(2.18) m = =e 
and . 
—2Z 
(2.19) y= — 


From (2.13), (2.14), (2.15) and (2.16), 


¢ D y 1—e-™ 
9 OE or GR Senne 
(2.20) a"; 
R 
2 == =e rm 
(2.21) gm=t=e 
Therefore, 
1—z 
2 = — 
(2.22) y 


which is identical to (2.19). Hence, the expressions (2.13) and (2.14) are correct, 
and m as given by (2.17) can be used as the average life span of both investments. 

These results can be generalised to include any number of investments. The 
remaining part of the Appendix (as well as the text of the paper) deals only with 
m. Strictly speaking, it is assumed not only that ¢ is at least as large as the 
average m, but that ¢ at least equals the largest m. 


MopEL 3. CHANGING PRICES 
Casel. t<m 
Since R = 0, the results of Case 1 of Model 1 remain unchanged. 


Case 2. t >m 


All results of Case 2 of Model 1 not involving R remain unchanged. 








(3.1) R, = Q,_mei™ = ert-m)+im 

(3.2) 2 oe , 
R rme™ rm (u + %i)m 

3.3 ~= _ = i 

( ) D e™ — ] e’-im _ e-im eum — ein 
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R R 
°(5) (5) 
It is obvious that —- > 0 and almost obvious that aa < 0, because a 


change in u, with 7 fixed, means exactly the same change in r, and we know that 

















the derivative of (1.10) in respect to r is negative. The relationship between 5 





and m is more complex. 





(5) 
(5 _ (em — 1)(re™ + rime™) — r2meimt™m 





(3.4) om (e™ — 1)? 
R 
a(5) rem . 
(3.5) —= (em — 1 [(e"™ — 1)(%m + 1) — rme™) 


Since the first part of the right side of (3.5) is always positive, we can concentrate 
on the expression in the brackets. Let 


(3.6) T = (e'™ — 1)(tm + 1) — rme™ 
The value of i for which ZT’ < 0 is 





: rem 1 
(3.7) *<feL le 
Divide both sides by r; ; 
(3.8) S <a - 


r~-e™—1 rm 
It can be shown that the magnitude of the right side of (3.8) is between } and 1. 


(8 


am <Oisi< 





bol a | 


Therefore, a sufficient but not necessary condition for 


(5 


The maximum condition for is obtained from (3.6) by setting 





(3.9) T = (e™ — 1)(im + 1) — rme™ = 0 
It cannot be solved explicitly for m, but it can be shown that m is subject to the 
following conditions : 
om om 
a> 0, Or < 0 
The proof is omitted because the subject is not sufficiently important. 


To find the 7 which sets 4 = 1, start from (3.3) 


R_ (w+ijm _ 
(3.10) Dam = 1 
which reduces to 
(3.11) im + e~™ = e™ — um 


This cannot be solved explicitly for 7, but Table II gives its numerical magnitudes. 
Mopet 4. THE B Move. 

Conditions are explained in the text. Note thatt>m. Strictly speaking, a 
single m is assumed. 
Case 1. Constant Prices (v Independent of m) 

As shown in the text, 

(4.1) r = Ba — em) 

It is clear that 


(4.2) er 


or or 

op > a <° om > ° 
(4.1) cannot be solved explicitly for r, but numerical magnitudes can be 

derived by the method described on p. 16; they are given in Table ITI. 
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Case 2. Constant Prices (v = f(m)) 
From (4.1) we have 


ota 

T= oe e ) 
Define P Pm 
ar av OP ee Gee 
(4.3) O = Sa = Sa 


We want to find the m which maximises r. From (4.1), 





(4.4) eee 
m v(1 __ Bme ) 
v 
Consider the part of the denominator in the parentheses. Let 
(4.5) Bao}-ee— 
From (4.1) P 
r 
(4.6) o-I-e™ 
substitute (4.6) into (4.5) : 
(4.7) ga ——!-™ 


e 1 


A Maclaurin’s expansion shows that the numerator of H, and therefore H 
itself, is positive (for rm > 0). Hence the denominator of (4.4) is positive and 
the sign of (4.4) depends only on its numerator. The maximum condition is 
now given by 

(4.8) wv’ = fe-™ 
which cannot be solved explicitly for m in terms of 8. But by treating (4.1) and 
(4.8) as a system of simultaneous equations, it is possible to establish that 
dm _ e-"™(v — mf) 
dp (v” + rpe-™)(v — mpe-™) 

The derivation of (4.9) is quite involved and not sufficiently important to justify 
the use of several pages. 

Consider the part of the numerator of (4.9) in parentheses. Let 





(4.9) 


(4.10) L =v —mp=o(1 — bn") 
But by (4.1), 
r 
(4.11) So 
therefore 
rm 1 —e-"™ — rm 
(4.12) L=0(1 - -"-) =o) 


Let rm = x. Consider the part of the numerator of (4.12) in parentheses. 
Prove that 


(4.13) l1—e*—2<0 


‘ We shall make use here and elsewhere in the paper of the following proposition 
orz>0: 


(4.14) F(x) > 0, if F(0) = 0 and F’(x) > 0 
If the sign of F’(x) cannot be established directly, but 
(4.15) F’(0) = 0 and F(z) > 0 


then F’(x) > 0 and therefore F(x) > 0 
Sometimes it may be necessary to take several derivatives before the sign of F(x) 
can be determined. The same proposition, but of course reversed, can be used 
to establish that F(x) < 0. 
Applying this method to (4.13), we have : 
(4.16) F(x) = e-*—1<0 
Therefore (4.13) and the numerator of (4.9) are negative. 


- 
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The expression in the second parentheses of the denominator of (4.9) is 


positive because (4.5) is positive. Therefore, Be 
dm hé 
(4.17) ag <° 
if s 
(4.18) vw’ > — rBe-™ 


Case 3. Changing Prices 
See the statement in the text. The formal proof is omitted. 


Mopet 5. THE a MODEL 
Conditions are explained in the text. Note thatt>m. Strictly speaking, a 
single m is assumed. 


Case 1. Constant Prices (v Independent of m) 
From the nature of this model, 











(5.1) G=a(P —D)+ D= oP + Dil — a) 
Divide both sides by G, and substitute a = 7 and 4 = ——— from (1.8) ; 
a, (l—e-™)(l—a 
(5.2) at at 
From (4.1), 8 = oy Inserting it into (5.2), we finally get 
a l—a — 
(5.3) r= (5+ = Ja -e ) 
We shall try to find the value of m which, for given a and v, maximises r. 
or a l—a Or os ois l-—a 
(5.4) = ($+ = ) (m = + r)e +a << (- =) 
From (5.3), 
a, l—a r 
oo a? = Ice 


Substituting (5.5) into (5.4), we get, after a series of transformations, 
Or _r*m*te™ — (e™— 1)3(1 — a) 
im mte™e™™ —]1 — rm) 
The denominator of (5.6) is positive because (4.7) is positive. Hence the 
sign of (5.6) depends on that of the numerator only. 
The maximum value of r with respect to m is given by 


(5.6) 


(5-7) r2mte™ — (e'™ — 1)2(1 — a) = 0 
or 
rimte™™ 
(5.8) (= — 1) =l—-a 


The explicit solution of (5.8) for m is impossible. The sign of = from (5.8) 
a 


can be established after a long series of manipulations which are not sufficiently 
important to be given here. They show that 

(5.9) = < 0 for rm < 3-1 
which is quite sufficient for our purposes. 


Case 2. Constant Prices (v = f(m)) 
v’ and v’’ are defined as in (4.3). 
From (5.3) 

(5.10) _ (5 4 is 


)a em) 


where v = f(m). As in the preceding case, we want to find the value of m which 





be 


Fs 
e 
, 
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maximises r. Differentiating (5.10) in respect to m and substituting (5.5) in the 
appropriate place, we emerge with 





rte — (erm — "(S =") 
(5.11) * ____ 
” om men aie 1 ate rm) 


Since the denominator of (5.11) is positive because (4.7) is positive, the sign 
of (5.11) depends on that of the numerator only. Equating the numerator to 
zero to get the maximum condition and solving it for v’, we obtain 

P vy r2mte"™ 

(5.12) ¢ = Sl ep - a) | 

The expression in the brackets can be zero, positive or negative, so that the 
optimum m can be at the lowest point B on the v—m curve on Chart III, or to its 
right or left. Numerical examples show that for reasonable magnitudes of the 
variables, v’ is apt to be close to zero, and therefore—the optimum m not far 
from B. 

Attempts to derive - from (5.12) have not given satisfactory results. I 
don’t believe that any additional effort is justified. 


Case 3. Changing Prices 
By definition, 





(5.13) N=a(P —D)+D—R=aP+D(l—a)—R 
also, “ = 
e 
5.14 P=+=-— 
(5.14) BB 
From (1.7) and (3.1), 
(5-15) p-“-e™) 
rm 
and 
(5.16) R = e"-mt+im 
Substitute (5.14), (5.15), and (5.16) into (5.13) : 
1—e-™)(1 — 
(5.17) N = et E + foe" = _ | 
The deflation of (5.17) gives 
(5.18) Dans e|s +4 6 — a) om] 
By definition, 7 
(5.19) , - 
Pv 


replacing N by (5.18), and expressing £ in terms of u, we derive after several 

simplifications 
2 ae... SE; u 
(5.20) rr v 4 “w= ql = e-™)(1 — a) 
————— 








Like so many of our results, this expression cannot be solved explicity for wu. 
We shall only investigate here the conditions which give u<0. First we prove 
that (5.20) varies directly with u. 


Uu 
a( ay 1 —um —um 
(5.21) Bi OT as FB Book. Brselinaeh..... Br 
Ou (1 — e-™™)3 


The denominator of (5.21) is of course positive. Prove that the numerator is 
also positive. Let wm = x and 
(5.22) W(x) = 1 — e-* — xe-* 
We use the procedure suggested in (4.14) and (4.15). Clearly, W(O) = 0. 
(5.23) W'(a) = e-* + ze-* — e-* = xe-* 
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Thus, W’(O) = 0, W(x) > 0 for x > 0, and W(x) < 0 forx < 0. In other 
words, the slope of W(x) is positive in the first quadrant and negative in the 
second, while W(O) = 0. Therefore, for any 2, W(x) > 0, and 


(1s) 
—— >? 


Now, by differentiating the numerator and denominator of the left side of 
(5.20) we find that 


(5.24) 


i 1 
5.25 Li = ‘ =) ‘seit 
( ) ~ 0 l1-—-e™ m 


—rm 
—e™ 


On the right side of (5.20) the expression : ow ian > by (1.8) varies inversely 


with r, and it is easy to see that the whole right side of (5.20) varies inversely 
with r as well. Therefore, an increase in r reduces (5.20) and by (5.24) reduces wu. 


a 


This shows that > < 0 and of course ° < 0; in other words, inflation reduces 


the real rate of growth. (I tried to get these two derivatives by direct differentia- 
tion but the mathematics became rather involved.) 
To find the asymptote approached by the right side of (5.20) as r increases we 
take 
2 mS : af 
Tt eo yas ya) 
rm 








because 
a o ae 
(5-27) Lim —=0 
r—>o2 rm 
by (1.12). Hence the necessary but not sufficient condition for u < 0 is by (5.25) 
and (5.26) 


1 
(5.28) -< 


(5.29) Cz 
No degree of inflation can reduce u to zero if a > La 


To find the exact value of ¢ which gives u = 0, and therefore r = i, we obtain 
from (5.20) and (5.25), 


a 1 1 
a o°)_ d-e= Il —s m 








which can be reduced to 


(5.31) 


Numerical magnitudes of r = 7 from (5.31) are given in Table V. 





A CONTRIBUTION TOWARDS A THEORY OF 
CUSTOMS UNIONS 


Part I 


§ 1. Doxzs a Customs Union between some of the countries in 
a protectionist world improve upon, or worsen, the allocation of 
resources in the world as a whole? And is the gain larger—or 
the loss smaller—when the countries uniting are rival or when 
they are complementary? The following note tries to answer 
these two questions, using a very simple model. 

§2. Assume that there are three countries and three com- 
modities. Let all industries in all countries show constant costs 
of production over the relevant range. Assume that demand 
conditions in all the countries are given (this may be interpreted 
to mean that we take as known the relative prices of consumer 
goods; but it is better to think of it as meaning that we take as 
known the relative quantities of consumer goods). Assume that 
prior to the Union there was a given ad valorem tariff on all trade 
between all countries; and that after the Union there is no tariff 
within the Customs Union area and a given ad valorem tariff on 
all other trade. 

§ 3. We may depict world production conditions by a matrix : 

B Y 
14 29 
12 30 
Sie Cae gt 13 1 
where A, B and C are countries, a, 8 and y are commodities, and 
the figures show the unit costs of production (expressed in 
“ dollars ’’ or “ gold ”’). 

§ 4. Given the resources in each country, the above cost 
matrix may be expressed in the form of a productivity surface for 
each country; in our simple model each surface is a plane in 
three-dimensional space. 

§ 5. Fig. 1 illustrates pictorially the world production data 
corresponding to the matrix of § 3. Working in terms of pro- 
ductivities (t.e., the reciprocals of the costs given in the matrix) 
we measure along each axis the amount of a commodity that can 
be produced per unit expenditure in each country. (The alterna- 
tive production possibilities attainable with a given expenditure 
would be given for any country by joining together the appropriate 


points on each of the three commodity axes—e.g., the plane 
No. 249.—voL. LxIi. D 
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joining the three A-points would give these alternative production 
possibilities per unit expenditure, for Country A.) 

§ 6. The problem posed in §1 concerns a world with tariffs. 
It is clear that the answer to the problem is going to depend partly 
upon the level of the universal ad valorem tariff. It is convenient 
to distinguish at the outset two critical values of this tariff : 
first, there is some value of the tariff which is so low that it is 
insufficient to protect any of the nine industries in the world— 
in the example in § 3 the smallest international cost difference 
between the cheapest and the second cheapest source is 3-4%; 
therefore no tariff of less than 3-4% has any effect upon the 


a 


A 





Fie. 1 


international allocation of resources, so that the removal of the 
tariff by Customs Union can also make no difference (we are not 
here concerned with distributional effects). Secondly, there is 
some value of the tariff which is so high that all of the nine 
industries are effectively protected by it (in the above example 
this value is 2,900%, to protect B’s production of y against 
competition from C, B’s cost being thirty times as great as C’s.) 

§ 7. Cases where the tariff lies at or above this second critical 
value of the tariff—where it is so high as to protect all industries— 
may be examined by reference to Fig. 1. The comparison to be 
made is between the situation where all the points are operative— 
i.e., even the highest-cost industries (y in B, a in C and f in A) are 
producing; and the situation where some one pair of countries 
unites and substitutes lower-cost for higher-cost activities. Thus, 
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for example, if A and B form a Union, A’s production of a and y 
will replace B’s higher-cost production of these two commodities ; 
while B’s production of B will replace A’s higher-cost production 
of this commodity. The resulting allocation of resources is not 
optimal; but it is better than that resulting from an all-round 
tariff which is so high as to protect all producers. Thus, for 
tariff values equal to or above the second critical value the answer 
to the first question in § 1 is that any Customs Union must bring 
an improvement in the world allocation of resources. 

§ 8. The extent of this world gain depends directly upon the 
extent of the cost-difference, in respect of each of the three com- 
modities, as between the two uniting countries. The greater 
these differences, the more the world benefits from the Union. 
Can we then answer, for this particular case of tariffs great enough 
to protect all industries, the second question of §1: are 
Unions more advantageous between rival or complementary 
economies ? 

§ 9. The first thing is to understand what is meant by “ rival ”’ 
and “‘ complementary.” There seem to be only two possibilities : 
the terms could refer to degree of similarity in respect of demand 
(i.e., substitutability in consumption) or to degree of similarity in 
costs (i.¢e., substitutability in production). We shall, for the 
present, dismiss the first possibility, because we have assumed a 
given demand pattern ; ! we therefore take “ rival ’’ economies to 
refer to countries with similar costs, and complementary economies 
to refer to countries with dissimilar costs. 

§ 10. Two complications attaching to this concept are apparent. 
Since “ costs ’’ is a multi-dimensional concept, there is in general 
no single measure of the degree of similarity. We have an 
ordinary numéraire situation. Secondly, the concept of similarity 
is a relative one. Consider the following cost situation : 


B Y 
; oe , . : 3 30 
>. ‘ : : 1 28 


Are the costs of A and B similar or dissimilar? Such a question 
is meaningless. (It remains meaningless even if there is only one 
commodity.) In specially chosen cases there is, however, a 
definite meaning to the question: are A’s and B’s costs more 


1 The literature dealing with the problem under review does not suggest that 
its authors were trying to analyse the influence of similar and dissimilar demand 
structures. Nevertheless, this latter plays just the same kind of role in deter- 
mining which are favourable Customs Unions as do the cost structures. See § 28, 
below. 
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similar than A’s and C’s costs? For instance, if we choose the 
following figures : 


a B Y 
A 1 3 30 
B 3 ] 28 
C 12 15 1 


then we may say that A’s and B’s costs are more similar than 
A’s and C’s (or B’s and C’s). If we choose instead the following 
figures : 


a B Y 
A 1 3 30 
B 3 1 28 
C 2 2 29 


then A’s and B’s costs are less similar than A’s and C’s (or B’s 
and (’s). 
Finally, if we choose the following figures : 


a 


wm © TD 
we 


A 1 
B 2 
C 5 


= bo © 


1 


then we cannot say that either pair of countries has “ more 
similar ”’ costs. 

§ 11. Bearing in mind these complications, the question 
whether a Customs Union brings greater gain when its members 
have complementary or similar economies can now be answered 
at once for the case where the Union is formed in a world where 
tariffs are so high as to protect all industries. The gain is greater 
for a Union between complementary economies (whenever these 
can be defined). This is obvious because both the gain and the 
complementarity are measured by the cost differences. 

§ 12. We have considered the effect of Customs Unions for 
two limiting cases of a protectionist world: where protection is 
so low as to be totally ineffective and where it is so high as to be 
effective for all sources. The more general case is where the 
world tariff lies somewhere between these limits, so that prior to 
the Customs Union certain industries in certain countries which 
would have to close under free trade are in production; but 
certain others have too high costs to compete even behind the 
tariff wall. This intermediate case may be depicted diagram- 
matically by blacking out points near the origin of the production 
diagram—the blacked-out points being those which cannot 
produce with the given level of world tariff. In the example 
illustrated in Fig. 2 in the absence of any Customs Union, Country 
A produces a and y and imports f from its cheapest source, B. 
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Country B produces f and a and imports y from C. Country C 
produces y and f and imports a from A. 

The effect of a Customs Union upon the efficiency of pro- 
duction of any commodity is immediately seen by reference to 
the ranking of A, B and C along that commodity axis. The 
principle becomes clearer when we consider a larger number of 


A 








countries (Fig. 3). Thus, suppose there are six countries with 
varying production costs. Consider their comparative costs for 
the commodity y. Three of them, B, LZ and N, have costs so 
high as to be unable to compete even behind the pre-Customs- 
Union tariff wall. The rest are all supplying their home markets 
prior to the Union; and C is supplying itself and also B, Z and 





Fic. 3 


N with y. Any Union between a country with costs less than 
those of B but greater than those of C and a country with costs 
greater than those of B will bring a loss of efficiency (the loss falls 
to zero in the limiting case of Union between B, L or N with C). 
Any Union between countries having costs less than those of B 
will bring a gain in efficiency.1_ In other words, Unions between 


1 Is this the point Prof. Viner has in mind when he writes “ the greater the corre- 
spondence in kind of products of the range of high-cost industries as between the 
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countries on opposite sides of the tariff point bring loss (in the 
limiting case the loss may fall to zero). Unions between countries 
on the same side of the tariff point bring gain. The gain is greater, 
or the loss is less, the more complementary are the pair of countries 
which form the union—.e., the more different their costs. 

§ 13. This examination of a single commodity has served to 
illustrate the principle that it is the ranking of the countries, 
together with the value of the tariff (which fixes the critical point 
of division between low-cost and high-cost, or “ actually com- 
peting ” and not “actually competing ’’, countries +) that deter- 
mines which Customs Unions are beneficial and which harmful. 

It is clear that in the general case there may be as many 
different rankings as there are commodities. Neither the degree 
of gain for a Union between two low-cost countries, nor even the 
composition of the group of low cost, 7.e., “ actually competing ”’ 
countries, will in general be the same for different commodities. 
To return to the three-county case of Fig. 2. 


With regard to Commodity a A and B are in the low-cost 
group, C is high cost. 

With regard to Commodity B B and C are in the low-cost 
group, A is high cost. 

With regard to Commodity y C and A are in the low-cost 
group, B is high cost. 


It is still true for each commodity that a Customs Union 
brings loss of efficiency if it links countries on opposite sides of 
the critical cost point, and gain if it links countries on the same 
side of this point. But in general any given Union will simul- 
taneously affect costs favourably in some industries and un- 
favourably in others. Thus a Union between A and B in Fig. 2 
would lead to lower cost of production of a, unaltered costs for 
B, but higher costs for y. The total effect can be measured only 
if we know the magnitude (as well as the direction) of each cost 
difference and also the valuation of commodities in terms of each 
other (7.e., the weights for the different components of production). 

§ 14. It is by now obvious that since the gain or loss of a 
Union is determined by the ranking of the countries’ costs with 
respect to each other and to the tariff, it cannot be independently 
determined by the different criterion of similarity or complemen- 





different parts of the Customs Union which were protected by tariffs in both of 
the member countries before Customs Union was established ”’ the more likely 
is the Union to operate in the free trade direction? Customs Union Issue, p. 51. 
1 J. E. Meade, Economica, May 1951, p. 191. 
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tarity, even where this concept can be given a meaning. That 
the latter criterion alone does not serve can be easily illustrated 
by setting up special examples. 

| Thus consider the following cost set : 





a B Y 
A 1 1 30 
B 1 2 29 
C 15 15 l 
a 
} 
AB 
, Cc 
A Cc 
B 
B 
A 
t 8 
t Cc 
f 
Fia. 4 
t 7 . . 
A and B are more similar than A and C. Suppose the tariff is 
set before Union so as to protect all industries except a and B 
. inC and yin A and B. The gains and losses for Unions between 
f A and B, and A and C may be tabulated as follows : 
e 


Total effect (assuming the units 
= In respect of : | of a, B and y have the same 
value in consumption). 


9 a 

ie ABUnion . 0 small 0 Small gain 

r gain 

y ACUnion . 0 0 0 0 

st In this case the Customs Union between similar economies is more 
h advantageous. 

). Suppose however that the tariff left unprotected only y in 
a A and B. The gains and losses from Unions would then be as 
h follows : 

y a B y Total effect. 
i- A B Union ‘ 0 small gain 0 Small gain 

P A C Union ‘ large gain large gain 0 Large gain 
of With this tariff, Union between similar economies brings the 


same small gain as in the previous example, while Union between 
complementary economies brings a larger gain. 
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Suppose now that the pre-Union tariff left unprotected a and 
Bin C@ andyin A. The gains and losses would be as follows : 


B y Total effect. 
A B Union : 0 small gain large loss Loss 
A C Union ‘ 0 0 0 0 


Here, Union between similar economies brings a loss. 
Now choose slightly different costs, as follows : 





B Y 
1 1-0 ] 30 
B 0-9 2 30 
C 15 15 1 
| 
8 
A 
Cc 
‘AB € 
8 
A 
C B 
7 
Fie. 5 


A and B still have more similar costs than A and C. But the 
gain and loss situation is changed. For a tariff leaving y and B 
in C and y in A and B unprotected, we get : 





a B y Total effect. 
A B Union - small gain small gain 0 Gain 
A C Union . small loss 0 0 Loss 


In this case Union between similar economies brings gain, between 
complementary ones loss. 
For a tariff leaving only y in A and B unprotected, we get : 





a B y Total effect. 
A B Union - small gain small gain 0 Gain 
A C Union - large gain large gain 0 Large gain 


In this case the Customs Union between complementary economies 
brings the greater gain. 

Examples of any sort can be constructed. However, if 
two Unions both offer a gain, the one offering the greater gain 
is, definitionally, the Union between the more complementary 
pair of countries. And conversely, if two Unions both offer a 











ie 
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loss, the one offering the smaller loss is the Union between the 
more complementary pair of countries. This conclusion applies 
when tariffs are between the lower and the upper critical level. 
As soon as the tariff exceeds the upper level (effective for all in- 
dustries in all countries) Union between complementary economies 
is unambiguously more advantageous. 

§ 15. It seems that the paradoxical conclusion suggested by 
Professor Viner—that complementarity between members of a 
Customs Union is likely to bring loss, and similarity to bring 
gain—refers to the fact that Union between countries on opposite 
sides of the “ tariff point ’’ (and therefore on opposite extremes 
of the scale of costs) brings misdirection of resources. This is 
true. Nevertheless, provided such Unions are excluded, then the 
common-sense point that countries with widely different pro- 
duction advantages stand to gain most through Union still holds ; 
subject to the prescribed restrictions, the more the economies 
differ the greater the gain from Union. 

§ 16. How far is the above analysis invalidated when the highly 
simplified assumptions of § 2 are dropped? It has been seen that 
the number of countries can be extended indefinitely beyond three 
without affecting the analysis. It is also obvious that the 
number of commodities can be similarly extended. 

The assumption as regards the Tariff may also be broadened 
without affecting the method of analysis. Suppose, for instance, 
that we wish to compare the situation of an all-round tariff of 
75% and no Customs Union with the situation of a tariff of 95% 
operating between all countries except two, which form a Customs 
Union. The analysis would be similar, but account would have to 
be taken of the additional shift occurring as a result of the entry 
into production of those sources having costs between 75 and 95% 
above the cheapest source. Discriminating tariffs and Customs 
areas with preferential instead of zero tariffs could also be intro- 
duced. 

The assumption of measurable and constant costs and the 
assumption of given demand are more fundamental. These 
assumptions are removed in Parts IT and ITI. 


Part II 


§ 17. “Cost” is multi-dimensional: it consists of labour, 
land, machines, etc., etc. 

The “technical production function” for any one industry, 
which may or may not be identical for different countries, shows 
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how (physical) output is dependent upon the (physical) quantities 
of all of these variables. 

§ 18. If we try to compare “real cost’ per unit output in 
different countries, we find that the cost in each country is repre- 
sented by a different vector, 7.e., factor combination in the multi- 
dimensional cost space. The different countries use factor bundles 
of different composition. No statement can be made comparing 
these different real-cost bundles except by getting the factors 
valued. This can be done only by introducing demand which 
evaluates outputs and (in conjunction with technical functions) 
determines relative factor prices. (This situation prevails 
whether or not we assume that for any given industry the 
technical production function is identical for the different 
countries. ) 

It follows that “reai’’ cost per unit output has no meaning 
which is independent of tastes. 

One can escape this conclusion only if one believes in some 
single measurable (at least ordinally measurable) subjective 
“pain cost’ which one regards as the “ultimate ’’ cost—e.g., 
subjective pain of labour put forth. This idea is not acceptable 
to the present wrivers. 

§ 19. Since there is no meaning to “ real cost per unit,” there 
is also no meaning to “ productivity per unit ” (reciprocal of unit 
cost). The only definable thing is total production (a physical 
bundle) resulting from the (total) input of given initial resources. 
Normally there are alternative patterns of total production, e.g., 
it is usually possible to produce a bundle containing much of « 
and little of 8 or rather less « and rather more f, etc., etc. 

Thus any attempt to interpret “cost’”’ deteriorates into 
foregone alternative production, or “opportunity” cost. It 
follows that the only meaning that can be given to the statement 
that the real cost of an amount q of a commodity « in any country 
(area, firm) is higher than in some other, is that the amount of a 
given alternative good foregone is higher—irrespective of the total 
resources or input that goes to get that output. In this sense there 
are as many different measures of the “ cost ’’ of a commodity as 
there are other commodities. Thus, whether we look at the 
matter from the “ real”’ cost or the “ opportunity ”’ cost aspect 
we are looking at the same thing and we come to the same con- 
clusion : cost is multi-dimensional. 

§ 20. The fact that neither cost nor utility is measurable does 
not affect the determinateness or otherwise of “ equilibrium.” 
Given taste functions, technical functions and initial resources 
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and “‘ Standards of Behaviour,” ! then commodity prices, com- 
modity quantities, factor prices and allocation of resources 
(“‘ factor’ quantities) are all determined simultaneously by the 
economic equations. But the variables are mutually inter- 
dependent, and values (prices) resulting from their interaction 
cannot then be used to explain variations in one of the variables 
in isolation (Pareto, Manuel d’ Economie Politique, p. 638). 

§ 21. It follows that a cost matrix can represent nothing more 
than a set of “amounts foregone”’ of some given alternative 
commodity; and that we shall have as many such matrices as 
there are commodities. Not only does the magnitude of the 
figures change with the nwméraire, but the ranking (between 
countries, for any given product) must change for at least one of 
the possible numéraires provided only n > 1. In this sense a 
cost matrix is arbitrary, since one can always find another, equally 
valid, which reverses the position of the countries, making that 
which was the low-cost country a “ high-cost ”’ country. 

§ 22. In the light of these considerations, what is left of the 
analysis of Part I? 

That analysis is evidently oversimplified. However, the cost 
data, though they give no unique ranking of countries even in 
respect to a single good, nevertheless provide important information 
—i.e., an n — 1-dimensional surface (which is flat for constant 
substitution rates) for each country, depicting all possible 
alternative input and output combinations, given the initial 
resources. 

In what follows below we shall try to show that with costs 
properly re-interpreted so as to dispense with the indefinable 
concept of measurable “ real ’’ cost, we shall arrive back at the 
conclusions reached, in a practical if inaccurate manner, in §§ 14 
and 15 of Part I. The fundamental principle that gets us there 
—that Unions which bring the world nearer to a set of efficient 
world-production arrangements are advantageous—is not de- 
pendent upon measurable real cost. 

§ 23. Efficient Production with Two Countries and Two Goods. 
Consider first two countries, each capable of producing two goods. 
Assume that the ‘ Production Opportunities ’”’ of each country 
may be depicted by an area bounded by a straight line. Thus 
(Fig. 6) Country A may produce q units of « or r units of 8 or any 
linear combination of gq andr. This means we assume the sub- 


stitution rate of a for B is constant at Z. Country B has similarly 


1 V. Neumann and Morgenstern, Theory of Games, Ch. 1, Section 4. 
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production opportunities allowing q’ of a or 7’ of B or any linear 


, 


combination, the substitution rate between a and f being q. 


We may, therefore, write out cost (or production) matrices as 
we did in Part I, by transposing the figures so that they measure 
substitution (or transformation) rates between pairs of commodities. 
In doing this we dispense with the need to measure unit cost : we 
merely posit the existence of a production function showing 





94 

















Fig. 6 


alternative (total) production combinations possible in each 
country, with its resources. 

Inter-area specialisation (and hence Customs Union leading to 
it) gives a gain (7.e., makes possible the consumption of more of 
some commodities with less of none) whenever production— 


substitution rates differ, 7.e., f = q. Geometrically, there is gain 


from international re-allocation of factors whenever the slopes of 
the lines AA’ and BB’ differ (irrespective of the intercepts).! 

This may be shown as follows : 

Sum the production possibilities AA’ and BB’ of the two 
countries. This gives 7’WV (Fig. 7). 

Suppose the consumption pattern is rigidly fixed, being the 
same in both countries. This may be depicted by drawing a line 
OK through the origin of our production—-opportunity diagram, 
the slope of which gives the fixed ratio in which a and f are con- 
sumed (Fig. 7). The sum of the consumption amounts of a and 


1 Except in the special case where the consumption pattern is such as to 
give directly, without international exchange, the complete specialisation of one 
country upon its most advantageous line of production. This implies that this 
country consumes none of the other commodity, at any price. 
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B in A and B acting in isolation are given by the sum of the co- 
ordinates of P and Q. It is easily proven that the total consump- 
tion amounts of a and f for A and B acting jointly (as a single- 
producing area) is greater than this, i.e., that the co-ordinates of 
point # in Fig. 7 are greater than the sum of the co-ordinates of 
P and Q.3 

It then follows, from the argument in Part I and the present 
paragraph that—excluding the limiting case where consumption 
distribution is such as to coincide with production at cheapest 
source only, 7.e., consumption of one good (the cheapest) only— 











Fic. 7 


there is gain from international exchange whenever the rates of 
substitution between products differ from one country to another. 

§ 24. It is possible to extend the analysis to cover the case of 
“varying returns.” In this case each country would have a series 
of alternative substitution rates for each commodity pair. Geo- 
metrically, suppose a country’s production possibilities for two 
commodities are represented in a system of co-ordinates showing 
combinations of the two commodities (as in Fig. 7). The country’s 
production possibilities lie in an area bounded by some sort of 
line or curve. If the rate of substitution between a pair of com- 
modities in the given country varied discontinuously, this could 


1 Proof : In Fig. 7, draw B’S parallel to A’P, intersecting OK at S. 
B’T = OA’ (by construction). 
A’P parallel to B’S (by construction). 

*, OP = SR. 

S lies to right of Q, since the slope of B’S is greater than that of A’P. Since 
total consumption for A and B acting jointly is OR, and the total consumptions 
of the two countries acting separately is OQ + SR, there is a positive amount 
QS by which total consumption for A and B acting jointly exceeds total consump- 
tion for A and B acting separately, provided only that the slope of AA’ ¥ slope 
of BB’. 
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be depicted geometrically by showing the production possibilities 
for this country as an area bounded by a succession of linear 
segments of increasing slopes (like the line VWT7' in Fig. 7). If 
the boundary were known to be in fact a continuous curve, it 
could still be approximated as closely as we wished by a series of 
straight lines. The analysis for the case of ‘ varying returns ”’ 
can proceed on the same lines as for the case where each country 
has a straight-line production boundary. 

§ 25. Efficient Production with Three Countries and Three 
Goods. The “‘ Customs Union Issue’ proper—+.e., the issue of 





$I (No. of units of a per unit g) 
A 
B 
Cc 
Ca 
B 
& ‘ 
A 7 
a 
x 
a 
Fic. 8 


discriminatory versus non-discriminatory tariffs between countries 
—can obviously enter only when there are at least three countries. 

For three countries producing three commodities, with constant 
substitution rates, we shall then have production conditions 


depicted by a matrix of the following type. (2 gives the number 


of units of a that can be obtained by giving up | unit of B.) 


a B x 
B Y a 
A P ‘ . ; 1/1 1/7 7/1 
B 4 . . . 1/2 1/3 6/1 
C ; ; 1/3 1/15 45/1 


Any one of these columns can, of course, be derived from the 
other two. The matrix may be illustrated pictorially (Fig. 8. 
This figure like the preceding ones is not drawn to scale). 

The points representing lowest rate of substitution for each 
axis must (for efficient production) remain in production. 
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Points in the middle must go out or remain in, 7.e., the countries 
concerned must produce one good or more, according to the 
proportion of the different commodities required finally. Given 
this consumption pattern,’ the efficient distribution of pro- 
duction is determined and will be such as to concentrate pro- 
duction on the points of lowest substitution rate subject to the 
condition that total supply must be enough to meet demand. 

§ 26. Efficient Production with Five Countries and Four Goods. 
For the case of four commodities (giving three independent sub- 
stitution rates) and five countries the cost matrix is illustrated in 
Fig. 9. Demand conditions, in conjunction with the five pro- 
duction-possibility functions, will as before determine which 








on 


Fie. 9 


industries should for efficient allocation of resources (7.e., in the 
absence of any tariffs) be in production in each country. We 
indicate this as boundary w in the figure. Production in C of y 
is shown as efficient in spite of the fact that C’s substitution rate is 
higher than D’s because D’s maximum output has been assumed 
to be insufficient to meet demand. We could have drawn also a 


fourth axis (say °) which would have shown B as an efficient 


producer of 8 (i.e., B would be outside the w boundary on this 
axis, though it need not necessarily be the furthest out of all the 


a B 
By 


countries). However, as — is implicit in the three ratios 
a 


and i, it has been omitted from the picture. 

1 If one prefers, instead of taking relative quantities of consumer goods as 
given, one can think of relative prices of consumer goods as given. In the latter 
case the quantity of resources allocated may be indeterminate over a range. 
This corresponds to the situation where, for certain equilibrium quantities of 
consumer goods, prices may be indeterminate over a range. See Samuelson, 
Foundations of Economic Analysis, p. 74. 
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§ 27. The Criterion of a Good Customs Union. Tariffs create a 
boundary of division between producers and non-producers which 
in general differs from the boundary of efficient allocation. Thus 
a tariff high enough to protect every industry in every country 
might be indicated by the dividing line (x) in Fig. 9. Similarly, a 
tariff too low effectively to protect any industry would be in- 
dicated by any line on or outside (w). Finally, a tariff effectively 
protecting some but not all industries is indicated by the line (y). 

The conclusions reached in Part I may now be applied. 

If pre-Union tariffs were too low to protect any industry, 
Customs Unions have no effect (always ignoring internal 
distribution). 

If tariffs protected all industries, any Customs Union brings 
gain; and the more complementary the uniting countries (where 
this can be defined) the greater the gain. 

If tariffs were partially effective, Customs Unions between 
countries on opposite sides of the tariff boundary, but not over 
the boundary of efficient allocation, bring loss. Thus call the 
area outside the boundary w, Zone I. Call the area between w 
and y Zone II. Call the area inside boundary y Zone ITI. 

Then : 


Unions between points in Zone IT and III bring loss. 
‘3 - a as I_ ,, III have no effect. 
99 9 ~ wae 8 ww Soe eein. 


The above applies to each commodity separately. In general, 
any given Union may bring both gains and losses in respect of the 
different commodities. The net gain or loss of any given Union 
can be determined only when the consumers’ marginal substitu- 
tion rates for the different consumer goods is given (these rates 
cannot in general be obtained from market prices). 

In those cases where meaning can be given to the statement 
that one pair of countries is “more complementary ’”’ than 
another pair, the gain secured by a Union will be greater, or the 
loss incurred by it less, for the more complementary pair, always 
supposing that the two pairs considered refer to the same pair of 
zones. 


Part III 


§ 28. The analysis used in the present paper does not depend 
upon the assumption that goods must be consumed in a fixed 
proportion. We have to assume “given demand.” We have 
spoken as though this meant actually that consumer goods have 
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to be consumed in a fixed ratio. This is not really so. All we 
need is to know which alternative bundles of consumer goods are 
valued equally by the consumer—i.ec., we need to know his in- 
difference system. We have treated relative quantities of con- 
sumer goods as given in order not to have to deal simultaneously 
with variations in production and consumption. But the difficulty 
of treating such variations simultaneously is one of exposition 
rather than of analysis. Consumption activities can be treated 
in the same way as production activities. In fact, if one writes 
out a general matrix of the type used in Part I it can, from 
the purely formal point of view, be used to represent either 
the cost system or the indifference system, or (by including 
sufficient rows and columns) both. Thus one could fairly simply 
reinterpret the analysis of Part I so that it referred to a world 
of fixed output patterns with variable consumption patterns. 
One could also extend it so as to refer to a world where both 
production and consumption patterns may vary. This can be 
done with the aid of algebraic symbols; but the verbal ex- 


‘position becomes rather heavy. To set out our analysis fully, 


with both consumption alternatives and production alterna- 
tives represented in their full variety, a more rigorous formulation 
than that used in the present paper has to be employed. 


H. MAKOWER 
G. Morton 
London School of Economics. 


No. 249.—vou. LXIil. 





MECHANISATION, UTILISATION AND SIZE OF PLANT 


I 


Ir is widely believed that mechanisation has been the most 
powerful force in the development of large-scale production in 
modernindustry. Judging from everyday experience it seems obvi- 
ous that large industrial plants are more mechanised than small 
ones. But when we scrutinise the terms “size ”’ and ‘‘ mechanisa- 
tion”’ we obtain a proposition which, for all itsapparent plausibility, 
is difficult to prove. The size of a plant is a compound of capital 
and labour which are in it combined as factors of production. 
Increased size may therefore be conceived in different ways : 
it is possible for a factory to expand in terms of either capital or 
labour, or both. To mechanise, on the other hand, means sub- 
stituting machinery, that is to say fixed capital, for labour; 
the process of mechanisation involves employing fewer workers 
and investing more capital. Thus mechanisation will lead to 
larger plants in terms of capital investment, but not necessarily in 
terms of numbers of workers employed. If measured by numbers 
of workers, it is even possible that plants become smaller on 
account of the labour-replacing effects of mechanisation. This, 
however, is not what seems to happen in practice. J actories as a 
rule have grown both in terms of equipment and men. Hence we 
must assume that the labour-replacing effects of mechanisation 
are more than offset by concomitant labour-absorbing processes. 

To what extent this is true can be established only on the basis 
of a comprehensive survey of a large number of industries, such 
as is provided by Census of Production data. The test might be 
made, for example, by comparing each industry’s representative 
size of plant (measured by numbers employed) with its average 
horse-power per man, on the assumption that variations in the 
degree of mechanisation between industries are adequately meas- 
ured by the horse-power ratio. If it is true that mechanisation— 
in spite of its labour-replacing effects—leads to larger plants, we 
would expect to find a positive correlation between size and horse- 
power: average horse-power per man would increase with size of 
plant. Since, for instance, typical steel plants are large and 
typical hat factories small, we would expect the average horse- 
power ratio to be high in the steel industry and low in the hat 
industry. That, within certain limitations, a trend of this nature 
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can be shown statistically, appears from an extensive investiga- 
tion, based upon British and American Census data, by Professor 
Florence.1 But the trend is not very clear. There are many 
deviations and exceptions from the rule. The resulting picture of 
modern industrial structure is in fact so complex as to defy any 
attempt at a simple generalisation on mechanisation and size. 
To what extent this is due to the labour-replacing (= size- 
decreasing) effects of mechanisation cannot be established by 
comparisons between industries. Even so, this inquiry puts it 
beyond doubt that the relation between mechanisation and size of 
plant is important and worth following up in detail. 

We need, however, a different method if we want to utilise 
more detailed Census information on this problem. Instead of 
comparing average horse-power and representative plant size of 
whole industries, it would seem profitable to compare plants of 
different size within each industry. To do so recommends itself 
for yet another reason. If we glance over any Census table con- 
taining data on size, the most conspicuous feature is the fact that 
there is in almost every industry a wide distribution of plants of 
different sizes side by side. This makes it very difficult to deter- 
mine what is an industry’s representative size of plant. The same 
fact, on the other hand, makes a study of the finer size differentials 
within individual industries all the more inviting. 


II 


On trying out this method with data from the American 
Census of Manufactures, using the same hypothesis (that degree 
of mechanisation increases with size of plant), I obtained a number 
of unexpected results. Examining each industry separately, I 
found that the correlation between horse-power per man and size 
of plant is positive only in one particular group of industries. 
There was another somewhat larger group where the correlation 
was negative. ‘This could perhaps be explained by the difference 
between labour-absorbing and labour-replacing effects of mechani- 
sation, or so it seemed at the time. In a sense it seemed to fit the 
hypothesis. But the question arose: how could it be explained 
that some industries reacted to processes of mechanisation in a 
different way from others? Was there anything else in which 
these two groups differed? The answer would evidently depend 
on using in addition to horse-power and size a third criterion. 


1 P. Sargant Florence, Investment, Location and Size of Plant, Cambridge, 
1948; ‘‘ Patterns in Recent Social Research,” British Journal of Sociology, 
September 1950. 
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This led to a lengthy inquiry in search of a further set of size- 
relevant correlations, proceeding by trial and error and using such 
Census criteria as “‘ value added by manufacture,” “‘ wages paid ” 
and so on. ‘The results were in no way conclusive. All this was 
done at first for one Census year only, 1929; the trial-and-error 
search was later extended to 1939, 1919 and for some industries 
to 1909 and 1899. In the course of these inquiries it became 
increasingly clear that the original hypothesis could not be 
maintained. 

Then, quite by chance, I discovered that there is in some 
industries a close correlation between certain long-term 
changes in size of plant and the horse-power ratio of a given year. 
It appeared that frequently size of plant increases over long periods 
in spite of a relatively low horse-power ratio. Whatever this 
meant, it couldnot be explained as a consequence of mechanisation. 
In a preliminary way it was assumed that there is besides mechani- 
sation another factor which controls size of plant. This other 
factor will henceforth briefly be called “ utilisation.”” The con- 
cept implied, tentatively, that once an industry has reached a 
certain stage of advanced mechanisation, further economies of 
plant expansion are obtained not so much from technical progress 
as from special methods of plant organisation designed to secure 
fuller utilisation of existing capital equipment. This will be fully 
discussed later on; it is mentioned here only to indicate why it 
was necessary to construct a wider hypothesis, one that would 
guide the research so as to cover both technological and organisa- 
tional factors controlling size of plant, viz., mechanisation as well 
as utilisation. 

The revised hypothesis moves on a lower level of abstraction. 
It argues not, as the original hypothesis did, in terms of one broad 
generalisation. A more realistic though also more complicated 
argument develops if we explain the economies of scale as resulting 
from two independent sources, increased mechanisation and 
improved utilisation of equipment. I would still maintain that 
all economies of scale are caused by differences in the combination 
of capital with labour, and size of plant is defined, as before, by 
numbers employed.? But I would now argue that variations in 
the ratio of capital to labour do not reflect different degrees of 

1 This amounts to a multiple correlation of three factors: for instance, the 
distribution of workers in two Census years and of horse-power in one of the 
two years. 

2 Thisis, of course, arbitrary : we examine variations of the factor labour while 


the factor capital is kept constant; it makes no difference if it is done the other 
way round. 
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mechanisation only. They may also reflect different degrees of 
utilisation. It is possible that two plants are equally mechanised, 
and yet one employs fewer workers on given equipment than the 
other. If, for instance, factory A uses a single shift of workers and 
factory B a double shift, the ratio of capital (equipment) to labour 
would be (roughly) twice as high in A as in B, all other things 
being equal. Since capital equipment is more fully utilised in 
B than in A, economies of large-scale operation arise for B, because 
the overhead costs of equipment are spread over a larger number 
of workers. 

We can see now why the old hypothesis is inadequate. To say 
that economies result solely from mechanisation implies the tacit 
assumption that variations in degree of capacity utilisation 
between plants of different size are of no importance. It implies 
that large plants are as a rule neither more nor less fully utilised 
than small ones; excess capacity, in other words, would be merely 
a random phenomenon, irrelevant to size of plant. Once this 
assumption is made explicit, and removed, utilisation emerges as 
an independent source of economies of scale. 

The changed approach does not, therefore, imply that we merely 
amend the analysis of mechanisation by adding here and there a 
few qualifications. We do not ask, solely, whether mechanisation 
in its effect upon size is weakened or strengthened by improved 
utilisation. The point is, rather, that we have now two principles 
which are mutually exclusive and form a diametrical contrast. 
For mechanisation means primarily that fewer workers, and 
utilisation means that more workers, are employed. Or, to be 
more precise : mechanisation involves an increasing, and utilisa- 
tion a decreasing ratio of capital to labour; capital increases more 
than labour as the result of one process, and labour more than 
capital as the result of the other. It will be seen that this contrast 
is decisive for the whole analysis of plant size. 

What has been said so far describes, however, one part of my 
hypothesis only : the sources of economies. But there is another 
point which needs clarification. The possible effects of these 
economies on industrial size structure have so far been mentioned 
only in a preliminary way. As has been said before, we are not 
interested in the ‘“ representative ”’ size of plant of an industry. 
Nor do we attempt to explain how it is possible at all that a plant 
should grow if there are at the outset an infinite number of plants 
of the smallest size in unrestricted competition. Instead, we will 
start off with the assumption that there already exist a certain 
number of plants of different size at any one time, producing the 
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same or nearly the same product. It implies that competition 
between these plants is limited. The aim is then to explain 
changes in the relative frequency of these plants. For instance, 
we want to explain how a trend towards large-scale production 
comes about. 

The assumption that plants of different size exist from the 
start has not been chosen arbitrarily. It refers to a picture which 
readily unfolds from a historical study of almost every modern 
industry. Many plants which are very large to-day appear to 
have been already relatively large when they first came into exis- 
tence. But there are also industries where for some time the trend 
is in the opposite direction, towards an increasing frequency of 
smaller plants; this, of course, has to be seen as starting from a 
position where plants have previously reached a larger size. The 
two types of development may be labelled “ size-increasing ’’ and 
“* size-reducing ”’ trends. 

Although size-reducing trends are comparatively rare in 
modern industry, they should not be neglected. When analysed 
systematically they may throw some light on the question : 
Where is the limit of size expansion, and is it reached by different 
industries at different levels? It would seem that size-reduction 
is so different from size-expansion that forces other than mechani- 
sation and utilisation are required to explain it. For it is usually 
taken for granted that the economies which result from variations 
in the ratio of capital to labour are economies of large-scale pro- 
duction. But theoretically, if size is measured by manpower 
employed, there is no reason why it could not be the other way 
round. Itis conceivable that under certain conditions the smaller, 
not the larger, plants are more highly mechanised or utilised. 
By adopting this neutral attitude, we find ourselves in a position 
to explain both types of trends, size-increasing as well as size- 
reducing, uniformly by recourse to variations in the capital 
ratio. 

The complexity of the problem calls for a schematically simpli- 
fied presentation. The four cases which are theoretically possible 
are each shown by a diagram in Fig. 1. For each case two curves 
are plotted. Both are plotted against the same horizontal scale 
of size of plant; size, measured by numbers employed, rises in 
steps (corresponding in the subsequent statistical applications to 
those of the American Census of Manufactures) from left to right. 
One curve (a broken line) shows for each size-class the ratio of 
capital to labour (measured on the vertical scale by horse-power per 
worker). The other curve shows the size trend of the particular 
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industry; this is obtained by calculating for each size-class the 
percentages of all workers employed in plants of that size as two 
separate Censuses and calculating the ratio of the figure for the 
later year to that for the earlier year; the methods of doing this 
are described in more detail below. 

Before going on to study the statistical results of the actual 
calculations it will be useful to consider briefly the four possible 


Four Hypothetical Types of Industrial Structure 
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s.p. = Smallest Plants; l.p. = Largest Plants 


Fie. 1 


patterns which can theoretically emerge and the possible explana- 
tions of each of them. In each case it would seem reasonable to 
assume that the existence of a size trend towards certain sizes and 
away from other sizes can be regarded as evidence that manu- 
facturers in that industry have believed that it would be likely 
to be more profitable to adopt those sizes. In short, changes 
through time are likely to be the result of profit differentials, or 
expected profit differentials, at a moment of time. 
The four possible patterns may be described as follows : 
(1) Size-increasing Mechanisation (Type A). Suppose we 
observe that the number of larger plants in an industry in- 
creases during a certain period, so that the size trend curve 
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rises from left to right: the largest may be assumed to be 
the most profitable plants as long as the size-increasing 
process is continuous up to the largest size. But the trend 
curve tells us nothing about the reason why the largest are the 
most profitable plants. The reason is provided by the other 
curve, which shows the capital-labour ratio in plants of 
different size. Let us suppose that we find that this curve 
also rises from left to right. We can then infer that the 
reason for the superior efficiency of the larger plants is that 
they are more mechanised than the smaller ones. For we 
have already seen that where the gain results from mechanisa- 
tion, the ratio of capital to labour will be relatively high. 
Since in the present case the capital ratio curve is highest at 
the right (= largest plants) where relative growth, and 
by implication profits, are greatest, we must conclude that it 
is a case of mechanisation. The pattern which results is one 
where the two curves are parallel and positively inclined. 

(2) Size-increasing Utilisation (Type B). Here we have a 
converse pattern of the two curves. It is obtained where 
the size trend curve is as before, while the capital ratio curve 
is reversed, from a positively to a negatively inclined position. 
In this case the implied advantage of the larger plants cannot 
be due to mechanisation. For it would make no sense to 
argue: the largest plants are most profitable because they 
are least mechanised. It does make sense, however, to argue 
that their capital equipment is most fully utilised. Improved 
utilisation means by definition that the advantage is obtained 
by employing more workers on a given equipment whereby 
the ratio of capital to labour is reduced. This converse 
pattern must therefore be interpreted in terms of utilisation. 

(3) Size-reducing Mechanisation (T'ype C). Here we have 
again a parallel pattern, but this time the curves are nega- 
tively inclined. It is a situation where the smaller plants 
have increased relatively to the larger plants and may 
therefore be assumed to be more profitable. As to the capital 
ratio curve, we find the highest ratio where the profits are 
greatest; hence it is a case of mechanisation. 

(4) Size-reducing Utilisation (Type D). Finally, there is 
another converse pattern. The size trend curve declines 
from left to right, indicating as before a size-reducing trend, 
but we find the lowest ratio of capital to labour where the 
profits can be assumed to be highest, at the left-hand side of 
the size scale. It is therefore a pattern of utilisation. 
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The upshot is that, with this method of presentation, mechani- 
sation is always associated with a parallel and utilisation with a 
converse pattern. Thus the fundamental contrast from which 
we started is expressed in diametrically opposed patterns. 

It may help to clarify the subsequent discussion if I point out 
a few practical implications for each of the four types. 

(1) Type A corresponds to the old hypothesis. But it can 
now be seen that mechanisation leads to a size-increasing trend 
only under certain special conditions. By definition, a process of 
mechanisation means always that workers are replaced. The 
introduction of a new labour-saving device, such as an automatic 
rubber press in sheet-metal work, will, primarily, reduce the 
number of workers required for a given output. Thus far, the 
size of the plant, measured by workers employed, tends to become 
smaller. But the economies resulting from the innovation may be 
so considerable that in fact not one but many presses are installed 
in the same plant whereby the total number of workers in the plant 
increases. Thus the labour-replacing effect is more than offset by 
a concomitant labour-absorbing effect. There is an overall 
expansion of capital, output and labour, although the amount of 
labour per unit of capital (and per unit of output) has been reduced. 
It would seem probable, therefore, that mechanisation leads to size 
expansion only, or chiefly, when technological innovations and 
hence economies are exceptionally powerful. Intensive mechani- 
sation may create labour-absorbing effects for another reason. 
The increased output may require more workers for purposes 
which are supplementary to the mechanised operation, such as 
packing, storage, despatch, maintenance, inspection and clerical 
work. 

(2) A plant expanding through increased utilisation of equip- 
ment is best illustrated by a change from single to multiple work 
shifts. More labour is added to the same equipment. Utilisation 
in this sense, involving improved factory organisation rather than 
technical progress, has wider implications than are usually realised. 
It is the underlying principle of all methods of production which 
aim to secure greater continuity of operation. Probably the 
most important, though perhaps not always the most obvious 
application, is the change from job towards continuous line pro- 
duction. Any step in that direction means improved utilisation 
of productive time, space and equipment. For example, the mass 
production of motor-car wheels is frequently done by means of 
a continuous chain of consecutive operations on power presses 
whereby each press is used all the time. That this is essentially 
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a matter of utilisation, not mechanisation, is easily overlooked 
because it often happens that the continuity of operation is sup- 
ported by mechanical devices. If line production is aided by an 
endless conveyor belt, a labour-saving process occurs simultane- 
ously because the handling or the transport of components or 
work objects has become more mechanised. But line production 
is in principle a case of improved utilisation, however much it may 
in practice be supported by mechanisation. This is easily over- 
looked because conveyor belts are so much more conspicuous than 
changes in factory organisation. Many innovations in modern 
industry have been labelled as mechanisation which in fact repre- 
sent essentially a progress in organisation. 

(3) The process of mechanisation will entail smaller rather 
than larger plants whenever the secondary, labour-absorbing, 
effects are absent. The amount of labour then decreases not only 
relatively to capital and output, but also in absolute terms. This 
may happen if the economies consequent on mechanisation do not 
lead to sufficiently large increases of sales because the plant is tied 
to a local market. To visualise the process we must, of course, 
assume a large initial size of plant, which may have been reached, 
previously, by size-increasing mechanisation. 

(4) A reduction in plant size resulting from improved utilisa- 
tion of equipment would seem the least probable of the four cases. 
But it is theoretically possible to imagine a long-run decline in the 
demand for the products of a given industry, leading to more and 
more excess capacity throughout the industry, but so distributed 
that the smaller plants have relatively less than the larger ones, 
so that the degree of utilisation improves proportionally as size 
decreases and the rate of survival is higher among the smaller 
plants. The process would be in all respects the reverse of size- 
increasing utilisation. 

It will naturally be objected against this method of analysis as 
a whole that neither mechanisation nor utilisation could occur as 
a “‘ pure ” case in real life. What happens in practice, it may be 
argued, is that both principles are in operation simultaneously and 
inseparably. But even so it is still possible, and indeed probable, 
that either one or the other will dominate during a certain period, 
so that on balance the ratio of capital to labour will rise or fall 
with size of plant. It would be useless as an analytical tool only 
if the ratio were constant with size; but the odds would seem 
heavily against a situation where the effect of mechanisation on 
the capital-labour ratio is precisely and automatically offset 
by simultaneous effects of utilisation. Only then would a straight 
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horizontal curve appear, a curve which would be meaningless in 
our context. 


III 


It has been made clear above that the limitations of the avail- 
able Census data make it necessary to depend at two stages on 
assumptions or inference. Only as regard size of plant, measured 
in terms of numbers employed, do the data of the American Census 
of Manufactures fit conveniently into our analytical framework. 
Size of plant is measured in the Census by numbers of wage-earners, 
and each industry’s size distribution is tabulated on a scale of 
8 (or, since 1929, 9) size-classes, ranging from 1—5 wage-earners to 
1001 or more wage-earners. But with regard to the ratio of 
capital to labour, and the relative profitabilities of different scales 
of operation, we have to use indirect measures which are bound to 
have their limitations. 

The Census supplies no data on capital equipment. As a 
substitute for the ratio of capital to labour we shall be forced to use 
rated horse-power capacity per man. ‘To do so implies that 
variations in capital per worker between plants of different size, 
within any one industry, are reflected in corresponding variations 
of horse-power per man. This index is open to criticism, but 
chiefly so when an attempt is made to compare overall averages 
of whole industries. For example, the average horse-power per 
worker in the steel industry was 18-0 in 1929, and the correspond- 
ing figure for leather gloves 0-4. Steel-making is obviously more 
mechanised, and thus involves a much higher ratio of capital to 
labour than the manufacture of gloves. But we cannot say that 
the difference in degree of mechanisation is accurately expressed 
by the difference in the average horse-power per worker; for 
there is also a contrast in the weight of materials or products 
handled her worker, and since gloves are so much lighter than steel, 
the lower horse-power index of gloves may well reflect their light- 
ness rather than a low level of mechanisation. But this objection 
need not deter us from our own investigation. For it must be 
clearly understood that we are not, primarily, comparing whole 
industries such as steel and gloves. We are comparing steel plants 
with steel plants within the industry, and glove factories with 
glove factories so that the disturbing factor, “‘ weight of materials,” 
is largely eliminated. For our purpose of intra-industry compari- 


1 With regard to the statistical part of this inquiry I am greatly indebted 
to Mr. Clive B. Williams for advice and criticism. 
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sons the ratio of horse-power per worker would seem a fairly good 
substitute for the ratio of capital to labour. 

The rates of growth or decline of different size classes are 
similarly being used to make plausible inferences about their 
relative profitability. The method may be illustrated by an 
example for a size-increasing trend. The percentage distribution 
of workers among the eight size-classes in the cigarette industry 
changed from 1919 to 1929 in favour of the larger classes. Of the 
industry’s 105,000 workers in 1919, only 12° were in Class 7 
(plants of 501-1,000 workers) and 15% in Class 8 (plants of 1,001 
and more workers). The corresponding figures in 1929 are 22% and 
32%, referring to a total of 139,000 cigarette workers. The rela- 
tive rate of growth can be expressed for each of the eight size- 
classes by dividing the 1929 percentages by the 1919 percentages 
and multiplying by 100. 


Size Trend of Cigar and Cigarette Manufacture 























Size-class : | 1 | 2, | 3 4. | 5 * 1% | 8. 
ie al inioio| 59 | $2 | 8-6 | 11-8 | 29-4 | 15-4 | 12-1 | 154 
= ee | 1920 | 21 | 3-4 aa 45 | 5:5 | 15-4 | 15-7 | 21-8 | 31-6 
1929 Index sian = = | 
100) -| 36 | 42 | 52 | 46 | 69 | 101 | 180 | 206 

















These index numbers can be plotted against the size scale.? 
The steeper the curve, rising from left to right, the more intensive 
is the size-increasing trend (and, presumably, the more profitable 
are the larger plants). If, however, the curve declines instead of 
rising from left to right, it indicates a size-decreasing trend. The 
curves will be called rising and falling “ size trends.”’ 

Schematically simplified and designed to bring out theoretical 
contrasts, the four possible patterns present ideal types. They 
cannot be expected to re-appear from the statistical curves in 
such clear-cut shapes as shown in Fig. 1. In practice different 
patterns may overlap and obliterate each other to varying extents. 
And there will be border-line cases. 

Before describing the results of the statistical tests, a few 
technical points must be mentioned. The Census year 1929 had 
to be taken as a general basis because it is the only year in which 
horse-power data are given for each of the eight size-classes in 


1 The data for the horse-power ratio are obtained by combining Table 4 
with Table 9 of the 1929 Census. 
2 See Fig. 6, p. 64, for the curves for cigar and cigarette manufacture. 


















fhwem eI ONS KF KF 3 


al 
ey 
in 
nt 
ts. 








1953] MECHANISATION, UTILISATION AND SIZE OF PLANT 61 


every industry.1 The size trends were obtained as a rule by com- 
paring 1929 with 1919. But for some industries the size structures 
of these two years were not comparable because of changes in 
Census classification. The years 1919, 1937 and 1939 had to be 
used in such cases. It did not seem to matter for our purposes 
whether developments from the past or into the future—always 
related to 1929—were taken as an index of size trends. Formal 
tests of statistical significance were carried out at the beginning 
of the inquiry, but later dispensed with. Instead, the nature of 
a pattern was simply determined by inspection, putting dubious 
cases aside. It soon became apparent that the most challenging 
problem was interpretation rather than formal significance : 
whenever a statistical pattern was not so articulated as to resemble 
clearly one of the hypothetical patterns, its possible meaning or 
lack of meaning could not in any case be established. 

In what follows such examples have been selected for illustra- 
tion as leave little doubt in respect of their resemblance to one or 
other of the hypothetical patterns. Each diagram is based on the 
standard scale of eight size-classes. The changes of the horse- 
power curve are measured on the scale on the right-hand side, 
and the size trends on the left. With the aid of these illustra- 
tions, the discussion of the results may be condensed into three 
points. 

(1) No Pattern. All industries which employed in 1929 more 
than 5,000 workers were examined, to a total of 191 industries. 
Of these, 122 presented a picture of horse-power and size trend 
which did not agree with any one type of the hypothetical scheme. 
Nor did we find among them patterns of a shape not represented 
in the scheme. They are industries where either one of the two 
curves—or usually both—are zigzag lines which do not fall into any 
repeated pattern. This is illustrated by aluminium manufactures 
in Fig. 2. It appeared in some of these cases that the Census 
classification covers markedly heterogeneous products, and that 
that may, at least in part, account for the absence of a pattern. 
But lack of agreement between hypothesis and observation may 
also arise in another way: there are a few industries where both 
curves are fairly smooth, and yet no pattern of the hypothetical 
types emerges, because the curves are horizontal lines (see Fig. 3). 

1 It is possible, however, to test the association between horse-power and size 
of plant within an industry for years earlier than 1929 by an indirect method. 
Horse-power and size data are given separately for each industry in every American 
State. Thus we can correlate horse-power and average plant size State by State 


for separate industries. But the discussion of these rather complicated tests 
would go beyond the scope of this paper. 
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One is tempted here to argue that neither mechanisation ner 
utilisation varies appreciably between the different size-classes and 
that, consequently, there is size-stability instead of increasing or 
decreasing size trends. Such an interpretation cannot, however, 
be established without further research. Only a few such ex- 
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amples have been found; notable among them are cotton goods 
and foundries. 

(2) Composite Pattern. ‘There are numerous cases with a 
pattern in which two of the hypothetical types appear as dis- 
tinctive elements. Thus the zigzag shape of a curve does not 
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necessarily in itself mean lack of pattern. If we look at Fig. 4, 
both curves are irregular and show no resemblance with the 
straight lines of the hypothetical scheme in Fig. 1. And yet we 
can call this a “ parallel” pattern. It consists of two parts. 
For size-class 1 to 6 we find the parallel pattern of size-increasing 
mechanisation (= Type A in Fig. 1) and for class 6 to 8 the parallel 
pattern of size-decreasing mechanisation (= Type C in Fig. 1). 
Thus, the pattern as a whole suggests mechanisation, not utilisa- 
tion. The lack of smooth curves means, however, that mechanisa- 
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tion is here not throughout conditional on large-scale production, 
as measured by employment. Both the horse-power curve and 
the size-trend curve are highest in Class 6. Class 6 rather than 
the largest class seems to represent the “‘ optimum ”’ size, and at 
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the same time the size of plant which affords the highest degree of 
mechanisation. 

Such an interpretation will be still more plausible if we con- 
sider that there exists also a composite converse pattern (see Fig. 
5). Here apparently we have a case of utilisation, although again 
each curve is irregular. One part of the pattern conforms to 
type B and the other to type D. The composite action of size- 
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increasing and size-decreasing utilisation produces a situation 
where neither the largest nor the smallest plants represent the 
optimum size. The optimum in the present example is class 3 
or 4, 

Further examples of the composite parallel pattern are the 
following industries: paper bags, electrical machinery, motor 
vehicles, petrol refining, rayon and allied products, rubber tyres, 
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sugar refining (other than beet-sugar). Examples of the com- 
posite converse pattern are: boots (leather), buttons, baskets, 
concrete products, furnishing goods, millinery, flour-milling. 

(3) Complete Patterns. Finally there are a number of in- 
dustries with patterns that are complete and thus resemble closely 
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the hypothetical types. It is true, however, that the criteria 
“composite” and ‘“ complete’ are somewhat arbitrary. Sup- 
pose, for example, the optimum size of plant in chemical products 
were Class 7 instead of 6. Strictly speaking it would still be a 
composite pattern. But the size-increasing part of the pattern 
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would be so much more prominent than the size-decreasing part 
that in fact the whole pattern would come very near to a “ com- 
plete ” pattern of Type A. There are many border-line cases in 
that sense. But this, of course, does not affect the fundamental 
nature of a pattern: whether it is parallel or converse. 

Comparing our observations of complete patterns with the 
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scheme, it was found that one of the four types, size-decreasing 
utilisation (type D), does not occur. So we are left with size- 
increasing mechanisation (type A; see Fig. 6), size-increasing 
utilisation (type B; see Fig. 7) and size-decreasing mechanisation 
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(type C; Fig. 8). In addition to the examples shown in the dia- 
grams, similarly complete patterns of the three types were dis- 
covered among the following industries : 


Type A: boot and shoe cut stock, paper boxes, beverages, 
cash-registers, coke, corn-syrup, engraving steel, gas fixtures 
and lamps, glass, glass products, scientific instruments, 
machine-tool accessories, optical instruments, pocket-books, 
printing newspapers, washing-machines. 

Type B: agricultural implements, clay products, electric 
railroad cars repair shops, carpets, children’s carriages, 
electroplating, felt goods, files, cloth gloves, jewellery, 
motor-vehicle bodies, leather tanning, lumber, cotton-seed 
oil, planing mills, paper, peanuts, copper smelting, stereo- 
typing, woollen goods. 

Type C: awnings, wooden boxes, condensed milk, 
cement, women’s clothing, coffee roasting, prepared feeds, 
fertilisers, forgings, grease and tallow, meat-packing, pencils, 


beet-sugar, chocolate. 
No. 249.—vob. LXII. F 
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IV 
It remains to survey the results as a whole. The picture 
which has emerged in the course of this study is different in a 
number of points from the picture which we expected to find. 
We found, first of all, that there are in many industries surprisingly 
consistent long-term developments, consistent inasmuch as the 
trend gravitates towards a particular size-class of plant. This is 
most frequently the largest size-class,! although clearly articulated 
trends towards medium and small-scale production have also 
been observed. The result is unexpected because when we look 
at any one industry’s size structure as it exists in a given year, we 
merely see a widely diffused and confusing variety of plants of 
different size : there is no truly representative size of plant. 

But if there are consistent size trends one must presume that 
there are forces which assert themselves consistently over long 
periods and thus determine an industry’s optimum size of plant. 
We found some evidence that such forces do exist. The size- 
trend curves form in these industries recurrent patterns with their 
horse-power curves; from this we have inferred that variations in 
the ratio of capital to labour between plants of different size create 
profit differentials, which in turn determine the size trend. 

Variations in the capital—labour ratio, however, are only the 
immediate cause of the size trends. The question arose: What 
ultimately determines these variations themselves? At first it 
seemed plausible to answer the question by reference to variations 
in the degree of mechanisation as the ultimate determinant of 
the capital—labour ratio (and hence of the size trends). Mechani- 
sation is a form of technical progress, and technical progress is 
generally believed to be the sole dynamic factor in this field. Yet 
on closer analysis we found that a single factor like mechanisation 
could not account for the observed contrast between parallel and 
converse patterns of size-trend and horse-power curves. Thus we 
came to distinguish between mechanisation and utilisation, or to 
put it more generally, between technological and organisational 
changes in methods of production. 

It became evident, moreover, that mechanisation can lead to 
size increase only when it involves technological innovations that 
are unusually drastic and rapid. They must be so profitable as to 





1 It should, however, be pointed out that the largest size-class is defined by 
employment of 1,001 or more workers; this is not a very large size by modern 
standards, and a trend towards the largest size-class does not necessarily imply a 
trend towards larger scale inside that class. 
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call for their multiplication in the same plant, thus producing 
labour-absorbing effects. 

If this has not been seen clearly in past research, utilisation as 
a separate force of expansion seems to have been overlooked 
altogether. It is probably at least as important as technical pro- 
gress, even if its role in industrial expansion may be on the face 
of it be less conspicuous. 

There is one further point in which the present study deviates 
from familiar notions. Looking at the observations as a whole, it 
will be recalled that out of a total of 191 industries only about one- 
third had a recognisable pattern of some kind. Obviously, there 
can be no pattern if there is no size trend. The most general 
division is, therefore, a division between industries without size 
trends and industries with size trends. What, then, is the nature 
of the difference between these two groups? How, in other words, 
is it to be explained that there are any size trends (and patterns) 
at all? May I first remove a factor which plays only a minor role 
in this matter? It became clear that the difference between the 
two groups is only to a small extent a difference between hetero- 
geneous and homogeneous Census classifications.2, A more im- 
portant factor is this: industrial change is spread unevenly over 
the various industries which make up a given economy at a par- 
ticular time. There is normally a juxtaposition of what may 
loosely be called ‘‘ new ”’ and “ old ” industries; we find, at a given 
time, a comparatively small group of expanding or “new” 
industries where technological and organisational changes are so 
powerful and lasting that consistent size trends evolve. At the 
same time, there is a larger group of “‘ older ” industries which are 
in a state of comparative stability without persistent and far- 
reaching changes in their methods of production, and here we 
have no size trends. This is a broad generalisation, to which, 
of course, there are exceptions: a few extreme cases of 
unusually sudden expansion were observed which did not show 


1 Useful information supplementary to the Census may be found in the 
Bulletins of the U.S. Department of Labor, notably in Nos. 412, 474, 585, 660, 662, 
702, 706, 712, 719, 720 A and B, 726, 729, 737, 791, 800, 806, 807, 819, 854, 868, 
917. See also H. Jerome, Mechanization in Industry, New York, 1934, and 
8S. Giedion, Mechanization Takes Command, New York, 1948. Organisational 
innovations such as different types of line production, organised teamwork and 
multiple shifts are occasionally mentioned in the literature, but they are not seen 
as something different from technological mechanisation. 

2 Besides, a size trend does not require complete homogeneity in terms of 
products. It does not matter that an industry comprises different products 
(like glass products) as long as they all have at least one major process (like 
glass smelting) in common. 
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any trace of a consistent size trend (for example, aluminum 
manufactures). 

Industrial structure, to put it dogmatically, must be seen as a 
kind of age structure, viewed in the perspective of different ages 
of development existing side by side. This not only helps one 
to understand why there are two groups of industries, with and 
without size trends; the same principle may be applied to the 
main subdivision of the size-trend groups, the division between 
mechanising and utilising industries. Indeed, if it were not 
for the juxtaposition of successive ages, it would be difficult to 
understand why mechanisation emerges, separately from utilisa- 
tion, as a clearly dominating principle in certain groups of 
industries.1 

A clue to the interpretation of this is provided by the fact that 
among the mechanising industries are the outstanding examples 
of new industries: motor vehicles, rayon, electrical machinery, 
chemical products, rubber tyres and printing newspapers. Ap- 
parently the parallel pattern of mechanisation predominates dur- 
ing the earlier stages of a process of expansion; major technolo- 
gical innovations with labour-absorbing effects are carried out; 
both capital and labour expand, but capital at a faster rate than 
labour. Then there comes a point when utilisation takes over as 
the dominant principle controlling expansion, because it is no 
longer possible or profitable to carry through radical technological 
innovations. This stage is represented by the converse pattern 
group of industries; both capital and labour may still grow in the 
expanding plants, but it is now labour which increases at the faster 
rate ; since older methods of production are not as quickly dis- 
carded as new ones introduced, it becomes increasingly important 
to utilise more efficiently the bulk of equipment which has accu- 
mulated during the previous phase. Thus, improved methods 
of factory organisation rather than technical progress become 
the controlling factor of size of plant. This does, however, 
not imply technological stagnation. It means that technical 
innovations are dictated by, and adjusted to, organisational 
progress. 

There can be no question that further research is required to 
find out exactly how these dynamic forces determining plant size 
operate in specific situations. But this problem cannot be answered 
from Census data. It calls for intensive studies comparing single 

1 A number of statistical tests to determine whether the members of each 


group have anything else in common besides utilisation or mechanisation have 
failed to produce conclusive results and need not here be described. 
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factories and industries selected on the basis of different stages of 
development, of opposed size trends and contrasting patterns. 
It is my belief that the present inquiry provides the framework 
without which the selection of relevant cases would be impossible. 


W. BaLpamus 
University of Birmingham. 











INTERDEPENDENCE OF CONSUMER PREFERENCES 
IN THE THEORY OF INCOME REDISTRIBUTION 


I— INTRODUCTION 


In a recent article 1 Mr. H. G. Johnson has investigated the 
effects on total consumption expenditure of a redistribution in 
income taking into account interdependence of consumers’ 
preferences in addition to the usual consideration of differences 
in the marginal propensities to consume of the income groups 
affected. The problem is basically as follows. Given the rela- 
tion between the marginal propensities to consume of the relevant 
income groups, one can deduce immediately the total income- 
effect of the redistribution. To adjust this for the interdependence 
effect some assumption has to be made about the manner in which 
a change in the consumption of any income group causes the rest 
of the economy to change its consumption as a result solely of 
interdependence relationships. 

The interdependence effect is analysed by Mr. Johnson with 
the aid of the concepts of an ‘“ emulative society ’’ and a “ com- 
petitive society.” A “ competitive society ’’ is defined as one in 
which “ the individual’s influence on everyone else’s consumption 
varies inversely with his position in the income scale; this might 
be the case (loosely speaking) in a society in which everyone was 
concerned with keeping ahead of those further down the income 
scale than himself” (p. 141). The definition of an “‘ emulative 
society’ is the converse of the definition of a “ competitive 
society.’ In other words, in a competitive society the amount 
by which the rest of the economy changes its consumption as a 
result of a change in the consumption of any individual is the 
greater the lower that individual comes in the income scale. 
Now it should be noted that this does not necessarily correspond, 
even “loosely speaking,’ to a society in which individuals are 
concerned only with keeping ahead of those below them without 
being “‘ emulative ”’ in the sense of trying to keep up with those 
above them. In fact, it is possible to arrive at Johnson’s ‘“‘ com- 
petitive society ’’ even where individuals are solely ‘‘ emulative.”’ 
For example, if individuals were subject only to emulation, and 
then with respect only to other individuals having approximately 


‘ 


1 “The Effects of Income-Redistribution on Aggregate Consumption with 
Interdependence of Consumers’ Preferences,” Economica, May 1952. 
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similar incomes, then if the emulation reactions were much stronger 
in lower-income groups than in higher-income groups it would be 
possible for the society to exhibit the characteristics of a “‘ com- 


9? 


petitive society ’’ as defined by Johnson (except that the effect 
of the lowest individual would be zero). A fortiori, it is possible 
to show that if individuals are allowed to act in such a manner as 
to try to keep up with those above them as well as keep ahead of 
those below them, a variety of conditions on the relative strengths 
of the two reactions as one proceeds up the income scale would 
permit the society to appear to be “ competitive.”” The same 
result applies, mutatis mutandis, to his definition of an ‘‘ emulative 
society.” 

Thus these concepts as defined by Mr. Johnson tell one nothing 
about how individuals behave as each definition can be satisfied 
by a wide variety of assumptions about the behaviour of individ- 
uals, including even the case where a “ competitive society ” 
is satisfied by a situation in which everybody is “ emulative ”’ in 
the sense defined above. Thus Mr. Johnson’s various final 
solutions to the redistribution problem are only solutions in terms 
of varying assumptions about the total interdependence-effect 
and its size relative to the income effect, and are not solutions in 
terms of assumptions about individual behaviour, which is really 
the type of solution one requires. Mr. Johnson’s solutions thus 
constitute a strange type of taxonomy. For varying assumptions 
about the competitiveness or emulativeness of society correspond- 
ing varying total results of income redistributions are obtained. 
But in this particular problem useful taxonomy would constitute 
a set of relationships between total effects of income redistribution 
and different individual behaviour assumptions. Mr. Johnson’s 
taxonomy does not even permit this. 

In this present article an attempt is made to show how, on 
the basis of certain assumptions about individual interdependence 
behaviour, one can deduce the interdependence behaviour of 
society as a whole, so that the total effects of income redistribu- 
tion can be related both to marginal propensities to consume and 
to a variety of desired interdependence behaviour assumptions. 
This method of approach is what Mr. Johnson calles the “‘ psycho- 
logical ’’ method as distinct from his method which he calls the 
“ sociological ’? method. The former is rejected by Mr. Johnson 
on the grounds that “ it would be no easy matter to infer the rela- 
tive influences on total consumption of each individual’s con- 
sumption.” Of the “‘ sociological’? method Mr. Johnson writes 
that “‘ this eliminates a great deal of difficulty, at the expense of 
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preventing us from interpreting the rankings, except in a very loose 
way, in terms of the social psychology of the community” 
(pp. 140-1; italics inserted by the present writers). As shown 
above the interpretation permitted is too loose to be of any 
utility. 

Furthermore, the elimination of “a great deal of difficulty 
by the “ sociological’? method, far from being a merit, con- 
stitutes in fact its greatest weakness. For by beginning the 
analysis of the problem half-way through—i.e., starting with a 
few possible patterns of the interdependence behaviour of society 
as a whole—it conceals the innumerable difficulties that are 
involved in choosing a set of assumptions about individual 
interdependence behaviour which can be used to construct a 
pattern of social behaviour. If interdependence effects are to 
be incorporated in the theory of income redistribution in a useful 
and meaningful manner the important question is surely whether 
enough reasonable assumptions about individual behaviour are 
possible for hypotheses of society’s interdependence behaviour 
to be deduced. 

Attempts to by-pass this problem, by hoping that it is the 
interdependence behaviour of society as a whole which can be 
assumed, will serve little purpose. 

In this paper, a method of deducing society’s behaviour on 
the basis of certain postulates of individual’s interdependence 
behaviour is presented in order to provide a means by which one 
can reveal and emphasise the large number of assumptions 
required at every stage in the interdependence problem. Also 
it is shown how rapidly the number increases if only one or two 
essential refinements are to be added. The conclusions to which 
this leads are (a) that under a set of fairly reasonable assumptions 
about interdependence of consumer preferences the resulting 
pattern of effect of income redistribution is likely to be very little 
different from the effect when interdependence is ignored, and 
(6) that the number of postulates required to arrive at any con- 
clusion is so large anyway that until a vast increase in our know- 
ledge of individual interdependence behaviour is obtained, 
speculation about the total effects can only be deceptive. It is 
hoped that use of the “ psychological ”? method not only enables 
one to demonstrate these conclusions, but also provides some 
suggestions as to the type of questions about individuals’ inter- 
dependence behaviour which need answering. 
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II—Postvu.aTes OF INDIVIDUALS’ INTERDEPENDENCE 
BEHAVIOUR 


As a possible method of approach to this problem, we propose 
to start with certain postulates of interdependence behaviour of 
social groups, and proceed to analyse the ultimate results that 
these will give. To make the system manageable to begin with, 
we will make three simplifying assumptions : 


1. All prices and interest rates are constant, so that 
aggregate consumption ultimately depends only on aggregate 
income and its distribution. 

2. Redistribution of income does not go so far as to alter 
the relative positions of income groups in the income scale. 


(These first two assumptions will be readily recognised as 
assumptions 1 and 3 in Mr. Johnson’s article.") 


3. If, through redistribution of income or otherwise, 
there is a change in consumption, this has no repercussions 
on income levels of the various groups. (It is proposed to 
investigate the difficulties involved in relaxing this last, 
highly artificial, assumption in Section V.) 


With this framework to our system we then suggest the 
following postulates of consumers’ behaviour : 


4. The consumption C; of an average individual of the ith 
income group in any time-period is affected only by the 
average income of the group, and by the consumptions 
C;_,, C;,, of similar individuals in the two immediately 
neighbouring groups, in the preceding time period. Obvious 
modifications are made for the two end income groups. 
Also, this assumption in itself can be taken as determining 
for us the size of the income groups. 

5. The effect of a change x in C;_, alone on C; in the next 
time-period is the same for all i and given by ax (a assumed 
> 0). This can be identified with the competitive element in 
society, t.e., the extent to which the consumption of any 
group is influenced by changes in the consumption of those 
below them in the income scale. 

6. The effect of a change y in C;,, alone on C; in the 
next time-period is the same for all 7 and is by (b assumed 
2 0). This can be identified with the emulative element in 
society, 7.e., the extent to which the consumption of any 


1 Op. cit., pp. 131-2. 
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group is influenced by changes in the consumption of those 
above them in the income scale. 

7. When changes of the same sign occur in the average 
consumption of the two groups on either side of any particular 
group i, e.g.,of amount x in C;_, and y in C;,,, that group 

will react, in the next time-period, by the larger of its separate 
reactionsaxand by. This implies that, if 2 and y are negative, 
the reaction will be—min. (|az|, |by|), 7.e., there will as a 
rule be less tendency to copy the behaviour of neighbouring 
groups if they are both decreasing consumption than if they 
are increasing. 

8. When changes of opposite sign occur in the average 
consumption of groups on either side of any particular group 
i, e.g., of amount x in C,;_, and -y in C;,,, that group will 
react by an amount ax — by. 

In considering these postulates, it will be seen that only in 
postulate 7 do we differ completely from Mr. Johnson’s approach. 
Thus postulates 4, 5 and 6 would give, with his method, a con- 
sumption matrix of the form : 

1 —b 0 es 0 
—a 1 —b ae 0 


0 O . . .—a 1 


e.g., compare the 3 x 3 matrix he suggests on p. 146, which has 
the form : 


1 —a 0 
—b l —c 
oO —d ] 


It is not our intention to claim that our postulates are the 
most realistic—in such a discussion as this they must necessarily 
be very subjective and open to criticism. Since some such assump- 
tions must be made before anything definite can be said about the 
ultimate effects of interdependence behaviour of individuals, we 
believe these to be as simple as any in their implications, and 
yet even here many difficulties arise in the attempt to reach 
definite conclusions. 

Our postulate 7 is precisely a very subjective proposition of 
the kind mentioned. The competitive and emulative reactions 
of any individual in any time-period are not assumed to be 
additive as they would in Mr. Johnson’s system, where, with his 
infinitesimals approach, the reaction in the next time-period 
would be az + by. Any increase in consumption C; is assumed to 
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cover both an individual’s competitive and emulative desires 
approximately in such a situation, so that the greater of the 
two possible reactions ax, by is alone called forth. 

It will be remarked that this postulate implies inconsistency 
of behaviour with respect to time, thus a change xz in C;_, in one 
time-period and a change y in C;,, in a later period will lead to 
different initial and ultimate effects from similar changes in the 
same time-period. This is one reason for the introduction of 
time-periods into our analysis, as distinct from Mr. Johnson’s, 
which neglects the possibility of important differences of effects 
if such stimuli occur in different time-periods. We envisage the 
spreading of the interdependence effect of initial consumption 
changes through the whole set cf income groups to be a com- 
paratively slow process; time-periods, in fact, being so long that 
the psychological possibility of killing two birds with one stone 
by a reaction of the form maz. (ax, by) has to be relinquished when 
the impulses x, y occur in different time-periods. 

Finally, with this time-period analysis it is clear that assump- 
tion 3 is much more debatable than with Mr. Johnson’s analysis. 
But this may be claimed as advantageous if it enables us later to 
expose further difficulties which the retention of this assumption 
in either analysis would conceal. 


ITI—Mopet oF Society’s INTERDEPENDENCE 
BEHAVIOUR 


To begin with, let us assume 7 income groups with n people 
in each. Then on our set of postulates a unit change in C, will 
lead to the following series of increases : 


Ist time-period. CO; = 1, all other C; =O 

2nd time-period. C;_, = b, C;,, =a, all other Cj = 0 
(by postulates 5, 6) 

3rd time-period. C;_, = b?, C; = ab, O;,, =a’, all other C; = 0 
(by postulates 5, 6, 7) 

leading to ultimate increases : 

bf-1 ; l cy une Me 
a ee * ee 
provided that the stability condition ab < 1 holds. 

Thus the total effect D; of a unit change in C; on the total unit 
consumption of the community, where D; is comparable to Mr. 
Johnson’s on p. 138, is given by : 

aA,_i + B; 


alah en ae 


C*; 
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1 —@ 1 —> 
rhere A, = ——_,, B, = 
where A i a B. , b 


Then at once: 


(i) D, is the maximum D;, and D; decreases as 7 increases, 
if a’7~! > 6. This would correspond to Mr. Johnson’s case 
of a competitive society. 

(ii) D, is the maximum D;,, and D; increases as 7 increases, 
if 6’-1 >a. This would correspond to Mr. Johnson’s 
emulative society. 

(iii) Otherwise the maximum D;, D,,, say, is given by : 

> e**-* >a 


in which case D, increases as 7 increases, i < m, and decreases 
as 7 increases, 1 > m, t.e., Dm forms a single peak. 


D, 2 D, according as b 2a. 


Unless a, b are widely different in value or one is zero, m will tend 


r+tl 
9 





to lie towards the middle of the income range. Ifa =b,m = 


r r 
for r odd and = 5 and; + | for » even. 


Relaxing the assumption of equal numbers in groups, and 
assuming numbers »; in the ith income group, i=1... n, 
then D; is replaced by : 

Di => WS . nat 
j=-11 —ab ° j=-t411 —ab 

If, then, the n; decreases as 7 increases, the maximum JD,’ 
will occur at a value m’, m’ < m where m is where the maximum 
value would occur with similar behaviour and equal income 
groups; if n; increases, the reverse effect holds, while if n; is non- 
monotonic with respect to i, the position of m’ relative to m will 
be dictated by the relative sizes of the differences between a and 3), 
and between the various ;’s. But what knowledge are we likely 
to have about the order of sizes of the n; ? 

As stated previously, income groups have been chosen in such 
a way that an individual in any group only reacts to changes in 
consumption by individuals in groups next to his own group and 
not to changes in consumption by individuals in income groups 
farther removed. We must now consider what pattern of 
income groups this procedure will lead to with respect to the 
problem of how the population density of group 7 changes as 7 
increases. Ignoring for the moment intermediate cases, let us 
consider two possible cases: (i) the resulting income groups are 
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equal when measured in terms of income range; (ii) the resulting 
income groups are equal when measured in terms of population 
density. ‘To what assumptions about individual behaviour would 
these cases correspond? Clearly case (i) would correspond to the 
assumption that the range over the income scale within which the 
consumption of other individuals affects the consumption of a 
given individual is equal for all individuals when the range is 
measured in units of income, and case (ii) means the same thing 
but with the range measured in numbers of individuals. Now if 
individuals were consistent in the sense that the ranges were 
equal for all individuals in terms of one or other of these units of 
measurement, then case (ii) would represent the limiting case 
where population density was equal for all groups, and any inter- 
mediate cases between case (ii) and case (i) would result in the 
population density of group ¢ falling as 7 increases, simply because 
for any given income range the population density will be lower 
the higher is this income range situated in the total income scale. 
But although consistency would provide the two limits of the 
extent to which income density of group 7 declines as 7 increases, 
the possibility of individuals being subject to a combination of 
both of the possible measures means that some knowledge of the 
nature of the combination would be required in order to specify 
exactly where within the two limits the correct pattern existed. 
Worse, it is quite probable that individuals are not consistent 
with respect to one measure or the other or with respect to either, 
in which case even the limits vanish. Thus without con- 
siderable knowledge about this aspect of interdependence be- 





haviour nothing can be said about the way in which the popula- 
tion density of the groups will vary over the income range. It 
‘ will, of course, be obvious that if groups were to be defined in 
l such a way that the population density followed some regular 
, chosen pattern, then nothing could be said about the range of 
y interdependence effect measured in terms of groups ! 

a IV—Torat Errects of INcoME REDISTRIBUTION 

" It has so far been supposed that the change in consumption 
1 expenditure C; has occurred autonomously. Mr. Johnson’s 
s 


article, however, is mainly concerned with redistribution of in- 
come affecting the consumption of classes losing or gaining 
income, and the set of interdependence effects that this creates. 
It may well be argued that this kind of consumption change is 
not the sort most likely to lead to pronounced income effects, 
since the total change in consumption by any class undergoing 


=. @ 


iS 








78 THE ECONOMIC JOURNAL | MARCH 


a small change in income is quite likely to be unnoticed by any 
except the recipients. On the other hand, certain quite large 
and noticeable changes in consumption, such as the purchase of a 
new commodity, e.g., a wireless or television set, or motor-car, 
or the redecoration of a house, etc., may well occur and be paid 
for by a change in the group’s propensity to consume, without 
any corresponding change in income of the group behaving in 
this manner, and it is precisely the slow filtering through of 
effects of these changes in expenditure to other income groups 
that is likely to be the most obvious form of interdependence 
behaviour of a community. (The slowness of these effects, and 
the necessity to consider their action over a considerable period 
of time, may be put down to the inertia of community tastes and 
reactions to changes in fashion.) 

However, leaving these considerations to one side, the ultimate 
effects of redistribution of income from one group to another can 
easily be analysed. For let c; be the marginal propensity to 
consume with respect to income of the ith class; (these correspond 
to the F; or F;, in Mr. Johnson’s paper, see, ¢.g., pp. 133, 138). 
A change in average income AY of the 7th group, then, will lead 
to a total increase in consumption of : 

eDAY 
It can reasonably be assumed that : 
Cy > Cg ss - > Cn 
Then with equal group numbers : 
(i) Ifa’-1 > b, then c, is the maximum ¢,D;. 
(ii) c,D, is only the maximum ¢;D; if c, b"~+ > c,a. 
(iii) Otherwise a necessary condition for cyD,y to be the 
maximum ¢;D; is— 
(cu — Cu .1)Dar > cw, (6% —ar-*) 
Cy _4(b¥-1 — art1-*) > (ey_, —cu)Du 

Note, however, that there may be more than one value of M 
satisfying these inequalities if the c; do not fall off regularly, but 
if M’ is the highest value of M, c;D; decreases as i increases for 
‘>a. 

(iv) M <™m, where D,, is the maximum D,. 

(v) ¢,D, is the minimum ¢;D, if c,B, < c; An, and this is 
necessarily true if b Ca. 

(vi) If a, 6 are small compared with min. (c; — ¢;, ,), 
¢,D, >c,D, ...>c,D,, 1.e., the interdependence effect 
does not alter the order of magnitudes of the income effect. 
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If max. (¢; — ¢;,,,) is small compared with c,. min. (1 — a 


— 
Dn 
of different c;’s does not affect the order of magnitudes of the inter- 
dependence effect. 

In general, we wish to consider the effect of AY taken from 
group j and given to group 7. Still assuming equal numbers in 


income groups, the total effect of this on consumption will be : 
(c:,D; — ¢D,;) AY, by postulate 8. 

Hence if the purpose of redistribution of income is to increase 

consumption, the best result for a given AY will be if cD; is the 

maximum and ¢;D; the minimum. 

Further to our argument at the beginning of this section, we 
may remark that income given to the lowest income group of all 
is the most likely to be spent on necessities, and such expenditure 
is the least likely to have an interdependence effect on others. 
Finally, postulate 7 suggests that a smaller negative — cD; 
effect might be obtained by taking from more than one group, 
provided the c;D; for the groups chosen are not too different 
and that at any rate more is taken from the minimum ¢;D; group. 

If, however, income groups are not assumed of the same size, 
a further complication appears. For taking an amount AY from 
each individual in the jth class gives a total amount of income 
njAY to be distributed amongst the 7 members of the ith class, 





), CmDm is the maximum c¢;D;, and the income effect 


giving an income change for them of “AY, with total effect on 
#] 


consumption : 


1 id 
= (nie:D; — nje,Dj)AY 


4 


V—FuRTHER REPERCUSSIONS OF INCOME REDISTRIBUTION 


So far we have held rigidly to our assumption 3, namely that 
there are no repercussions of increased consumption on aggregate 
income, and hence on the income going to the various income 
groups. The artificiality of this assumption coupled with the 
time-period analysis of interdependent consumers’ behaviour is 
sufficiently obvious, and we now propose to indicate the many 
apparently insoluble complications that arise if the attempt is 
made to treat this aspect of the problem more realistically.? 


1 We wish to emphasise our debt to Mr. Johnson in indicating to us the 
importance of these considerations, 
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Let us assume, then, that in a given time-period there occurs 
an increase AC in consumption, unaccompanied by any other 
change in the determinants of the system. It is irrelevant to our 
present discussion where this may be assumed to be due to an 
autonomous change in expenditure by one or more income classes, 
or to a redistribution of income AY leading to an immediate 
first-round effect on aggregate consumption. 

Since it is also irrelevant here whether or not the groups are 
of equal population densities, for simplicity’s sake we will assume 
that they are and that income is redistributed from the jth to 
the i(< j)th class giving AC = n(c; —c)AY >0. But this 
will immediately increase aggregate income during that time- 
period, and this in itself will have an effect on the consumption of 
any income group during the following time-periods. This would 
immediately raise the following important complications : 


(1) So far axioms of behaviour have only been assumed for 
the consumption of income groups in any given time-period 
when its income remained unchanged, but the consumption 
of other groups during the previous time-period had altered. 
It is obvious that the reaction may well be completely 
different if in the previous time-period the group under 
consideration itself underwent a change, say for our present 
purpose an increase, in income, so that anyhow its con- 
sumption in the present time-period would have gone up. 
It follows that a fresh set of postulates of behaviour for these 
situations would be needed. 

(2) Information would further be required as to how any 
specific increase in income is distributed among the various 
groups. This is the familiar but intractable problem in any 
economic theory concerned with changes in aggregate 
income level. In an essay in a forthcoming symposium on the 
subject of redistribution which we have been privileged to 
see, Mr. Johnson assumes that we have this information and 
that of an increase AY in aggregate income amounts w,AY 
go the ith individual, where yw; <1. Adapting this 
terminology, we shall suppose that amounts w;AY go the 
ith class; thus individuals in that class receive amounts : 

=A Y 


° ° C;Wj ° ‘ 
and increase consumption by 7, AY: with total increase 
Mi 


of consumption by the group of cw;AY. 
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(3) In addition to this information, normally required in 
income redistribution problems, it will also be necessary 
to have information about the rates at which increments of 
aggregate income are distributed to the various classes. 
These are obviously likely to vary considerably from class 
to class, and this is a matter of immediate importance to 
the interdependence problem. With our approach, based 
on a time-period analysis, the importance of such con- 
siderations is clear from the start. Complications (1) and 
(3) are not fundamental to Mr. Johnson’s approach only 
because his use of infinitesimal changes has already assumed 
away difficulties of this kind. For example, it assumes that 
there is no complication of the type (1) above. In contrast, 
as a parallel to our postulate 7, we could consider here the 
effects of the following possible behaviour postulates : 

Postulate 9: if in any given time-period the income Y; 
of an average individual in the ith group increases by an 
amount z, while C;_,, C;,,, change by amounts 2, y, then 
the reaction of such an average individual will be : 


max. (ax, by, cz) 


Such a postulate would imply that in any redistribution of 
income problem, the interdependence effects, while always 
latent in the economy, would be partially or perhaps even 
wholly swamped by the effects due to increasing personal 
income. Alternative possibilities remain endless. Never- 
theless, before such assumptions can be used in reaching any 
conclusions of ultimate effects, knowledge on (2) and (3) is 
indispensable, and only by assuming postulate 9, that the 
w,;s mentioned above are known, and that all groups receive 
their income increments immediately, could our system be 
pushed to an ultimate conclusion. 


A further possible danger of the linear-equations approach is 
that such considerations become irrelevant, i.e., the final result 
of any initial changes is independent of the time lags involved. 
To take two extreme cases, if we assume simultaneous adjustment 
to the interdependence effect (easily extended to groups with 
equal numbers) and then distribution of the accumulated extra 
income to everyone simultaneously to start a new round of effects, 
the system will follow the matrix equation 


a(t) = (I — A)~10z(t) 


where x(t), 2(t) are column vectors of elements 2;(t), z;(t), the 
No. 249.—voL. LXIII. G 
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changes in consumption and income respectively of the ith 
individual (group) during the ‘th time-period, C is the r x r 
diagonal matrix (5,C;), 5; = 0 fori #7, and A the r x r matrix 
of reaction coefficients a;, of the ith individual (group) to changes 
in consumption of the jth individual (group). The specified 
assumptions on distribution of increments of income give : 
aff) = 2axj(t)w 
= wT'x(t) 


where w is the column vector w; and 7' the column-totalling row 
vector of units. The ultimate value of the column vector of 
total-income increments, provided the system converges, is : 


Z=wT[I — I — A) 'CwT)]- {LT — Al“ tk 
where k is the initial change in consumption which starts the 
system; thus 
x(0) = [J — A]- 1k 
and in the case of income redistribution, 
k = C2(0) 


However, if the increments of income accrue to individuals as 
soon as they occur, the equation will be 


x(t + 1) = A(t) + C(t) 
with total income changes : 
Z=wT{I —A —CwT)-'k. 
It will readily be seen that the final results are the same; it can 
also be demonstrated that the condition for convergence is in 
each case 
Lw CD; < 1, 

This is clearly owing to the implicit assumptions contained within 
the linear-equations approach to this problem, that reactions to 
our income and consumption of others are independent and that 
the final result also does not depend on the speed with which any 
of the interdependence effects and their repercussions work them- 
selves out. Assumptions of this kind are, of course, inherent in 
any linear-equations approach, but it would seem to be peculiarly 
dangerous in a problem of this kind, which is concerned entirely 
with imponderable psychological reactions, to obscure thus, by 
concealed assumptions, many of the inherent difficulties of the 
problem. 


1 This is the result given by Mr. H. G. Johnson in the essay previously 
mentioned. 
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VI—ConcLusION 


To conclude, it would appear that considerations of inter- 
dependence of consumer behaviour may be a valid and important 
part of the historical analysis of the manner whereby the appear- 
ance of new consumption goods on the market (or any similar 
slow change in the pattern of consumer behaviour) generates 
increases in activity in the economy. However, in the absence 
of strong evidence to the contrary it does not appear that theo- 
retical analysis of interdependence effects can modify to any 
significant degree the usual conclusions regarding policy for re- 
distribution of income. For such analysis must either content 
itself with mere enumeration of possibilities, or, if based on 
initial postulates of consumer behaviour, can only indicate the 
whole host of further intractable complications which must be 
added to the already obscure problem of estimating the total 
effect of a specified redistribution of income. 

S. F. JAMES 
W. BEecKERMAN 
University of Nottingham. 


COMMENT 


Absence abroad has prevented me from making more than a brief 
comment on the above article before it goes to press. While I agree 
with the authors on the desirability of deriving results from individual 
behaviour assumptions, I was unable to find reasonably acceptable 
assumptions simple enough to yield useful results, and therefore 
adopted the “ sociological”? method.!_ I would argue that more useful 
results can be obtained by doing this than by making dubious assump- 
tions about individual behaviour such as the inconsistency assumed in 
Postulate 7.2. Even on their assumptions, however, the authors 
provide no argument that I can find to support their conclusion that 
the interdependence effects of income-redistribution can in practice be 
ignored. 

Harry G. JOHNSON 
King’s College, 
Cambridge. 


1 Incidentally, the authors’ repeated assertion that my ‘‘ competitive society ” 
can arise when everybody is “‘ emulative ” is entirely wrong; their recognition 
of this is concealed in the casual parenthesis on p. 71, lines 4-5. 

* It also seems to me that Postulate 8 is inconsistent with Postulate 7. 











THE THEORY OF FEDERAL FINANCE 


TuE word “federation” suggests the union of two or more states. 
Usually the origin of such a federal state is through a process of 
integration. A number of independent states come to realise, in 
the face of a common danger or for satisfying some common needs, 
that it is to their own interest to create a new state to which some 
powers are surrendered so that it can perform certain common 
services, such as defence, regulation of inter-state and international 
trade, currency, etc., efficiently and economically. ‘The federating 
states retain their sovereignty in some respects, but surrender 
it to the federal government in some other respects. Divided 
sovereignty is the essence of federalism. Federalism is thus a 
compromise in its origin and continues to be so in its development. 

These federating states are heterogeneous units—they differ 
in climate, physical features, state of economic development, 
population, language and sometimes even in customs, institutions 
and religion. The degree of heterogeneity differs from federation 
to federation, but they all display a common feature in that they 
are a union of heterogeneous states. The economic, social and 
political progress of such heterogeneous groups will be greatly 
retarded under an integrated, centralised unitary state, and 
through experience or intuition, they realise that for a fuller 
development of a people full of diversities it is essential and 
desirable that some functions should continue to be performed on 
a regional basis, with partial or full autonomy for the regional 
governments. There is no attempt to iron out the diversities, they 
are too deep-rooted and perhaps too precious to be sacrificed, 
often they are even encouraged for a fuller development of a 
new nation thus being evolved into existence. In brief, a federal 
structure is a marriage of unity and diversity, and is the political 
outcome of the desire of independent states to achieve a union 
without surrendering their individual identities. 

Thus most modern federations such as the United States 
of America, the Commonwealth of Australia, the Dominion of 
Canada, Switzerland, etc., are a result of a process of integration. 
On the other hand, in Brazil, the Union of India and the Union of 
Soviet Socialist Republics (if the regional governments at all have 
some independence) we have examples where federalism has been 
evolved through a process of disintegration. A unitary govern- 
ment composed of heterogeneous regions finds that for the sake of 
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efficiency and economy it is desirable to disintegrate into smaller 
regional governments which are given independent powers over 
certain functions which can be more efficiently performed on a 
local or regional basis. This devolution of functions is accom- 
panied or soon followed by grant of fiscal autonomy in the interest 
of economy and efficiency. In this way the divorce of taxing and 
spending powers is avoided and the principle of financial responsi- 
bility is adhered to. Whether federalism is the result of a process of 
integration or disintegration, it is an indissoluble union of two or 
more heterogeneous states. If these federating states are homo- 
geneous their union will ultimately result in a unitary state where 
there will be no clash on a geographic or regional basis, which is 
inevitable in a federation due to the heterogeneous character of the 
federating states. Rightly did Napoleon observe in 1803, while 
opening the Council of Switzerland, which he had himself set up, 
“ Switzerland resembles no other state in regard to its history, its 
geographical and topographical position, its languages and 
religions, and lastly its extraordinary diversity of customs and 
manners. Nature has made you into a federal state; no wise man 
will run counter to nature.”’ For some countries the political form 
of government should be federal in character because their regional 
diversities are unsuited to a unitary constitution. 

It is necessary to sound a note of caution here that no country 
is completely federal, just as none is completely unitary. Even in 
unitary countries there are heterogeneous regions and some fiscal 
autonomy for local or regional authorities, just as in federal 
countries even heterogeneous regions may be homogeneous in some 
respects. While we notice increased fiscal autonomy to local 
authorities in unitary countries, modern developments in the 
economic and political sphere have tended to increased centralisa- 
tion of finance and functions in federal countries. This develop- 
ment has been rendered possible through the enormous capacity 
for adaptability displayed by federalism in almost all federal 
countries. The result has been that the orthodox conception of 
federalism, where national and regional governments had co- 
ordinate independent powers and the latter resented any encroach- 
ment on their sovereignty, has become an historical anachronism. 
Even in the United States of America, as Wendell Wilkie put it, 
the worn-out issue of states’ rights versus a strong federal govern- 
ment is not an issue, it is a relic. Modern federalism is a co- 
operative federalism where the two layers of government do 
not have completely exclusive functions and the state govern- 
ments, in particular, are not fully sovereign within their assigned 
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sphere of activities. It should, however, be noted that when a 
unitary state grants some fiscal autonomy to local or regional 
authorities this surrender of powers is a concession and not based 
on any constitutional provision. Unlike a federal government, a 
unitary state suffers from no defect of constitutional authority in 
its exercise of fiscal powers. Obviously the Theory of Public 
Finance that applies to a unitary state will need some modifications 
in its application to a federal state. 


THE THEoRY oF PuBLIC FINANCE IN A UNITARY STATE 

All public finance operations ultimately resolve into a series of 
transferences. The state taxes some people in order to spend the 
revenue therefrom on the same or/and other people. Taxation 
is an evil in the sense that it always imposes a sacrifice on those 
who pay it. Their incomes are reduced to the extent of the tax 
payment, and thus they cannot utilise their surrendered income for 
their own benefit. Knowing full well that taxation imposes a 
sacrifice, the state still prefers to tax because it knows equally well 
that the benefits accruing to the people and to the society from its 
expenditure, financed out of tax revenue, are greater than the 
sacrifice imposed. Since taxation is a necessary evil, necessary 
in the sense that without it the state cannot raise funds which 
it spends to confer benefits, that imposes some sacrifice on the 
citizens of a state, it should be the object of the state to make this 
sacrifice minimum, whatever the amount of revenue it raises. 
We, therefore, come to the conclusion that the state should tax 
in accordance with the Principle of Least Aggregate Sacrifice. 
The aggregate sacrifice for the nation as a whole is least when 
marginal sacrifices of individual tax-payers areequal. Onthe other 
hand, state expenditure confers benefits on the people and the 
society. The state’s objective here is to make this benefit maxi- 
mum whatever the volume of expenditure. Here, again, the state 
is interested in making aggregate benefit maximum, and so it incurs 
expenditure in accordance with the Principle of Maximum Benefit. 
This is achieved when the marginal benefit of each item of ex- 
penditure is equal. Thus we see that the state should spend in 
accordance with the Principle of Equi-Marginal Social Benefit. 

It will be noticed that the Principles of Taxation and Expendi- 
ture explained above only tell us the scheme of state taxation and 
expenditure respectively. They throw no light on the volume of 


1 Professor B. P. Adarkar objects to the technique of considering the principle 
of taxation and the principle of expenditure separately. He says, ‘‘ It is often 
said that given a particular amount of revenue that has to be raised through 
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taxation or expenditure at any given time. The volume of 
taxation and expenditure are interdependent. The state can 
spend only as much as it raises in revenue. On the other hand, 
it raises only that amount of revenue which it can profitably 
spend. For every unit of revenue it raises and spends, it 
compares the sacrifice imposed in raising that revenue with the 
benefits that will be conferred in spending it. So long as 
this resultant, the difference between benefit and sacrifice, is 
positive there is a net gain because the nation benefits to that 
extent. Now, as more and more units of tax revenue are raised 
they impose increasing sacrifice, because the earlier units tax the 
less valuable, or the marginal, portions of individual incomes. 
On the other hand, successive units of expenditure yield diminish- 
ing benefit in accordance with the Law of Diminishing Utility as 
applied to state expenditure. Thus a point is reached where the 
benefit derived from a unit of public expenditure is just equal to the 
sacrifice imposed in raising that unit of taxation. Here the state 
stops. We thus arrive at the Principle of Public Finance, which 
says that the optimum of public finance activities is reached when 
taxation and expenditure are carried to that point where the benefit 
derived by the marginal unit of expenditure is equal to, or slightly 
more than, the sacrifice imposed in raising that unit of revenue. 








taxation . . . there could be erected only one ideal scheme of taxation—what- 
ever be the manner in which the revenue is expended. On the other hand, it is 
asserted that given a particular amount of revenue, by whatever method of 
taxation be it collected, there is an ideal manner in which it could be spent. 
Such reasoning is fallacious. . . . The best way in which a given amount of 
money could be spent can only be devised when it is known what are the relative 
post-taxation positions of the tax-payers. Similarly, the ideal manner of 
distributing the burden of taxation . .. cannot be imagined so long as the 
distribution of the compensating element of expenditure among the tax-payers is 
not known, as there is always tho possibility of the latter nullifying the optimum 
of the former distribution.”’ (The Principles and Problems of Federal Finance, 
pp. 198-9.) In our analysis we do not ignore the effects and counter-effects of 
taxation and expenditure. The scheme of taxation will certainly be affected by the 
effects of expenditure, as we will have to consider the post-expenditure position of 
the people. So also our scheme of expenditure will consider the post-taxation 
position of these people. It is true that the effects of taxation and expenditure 
are continuously acting and reacting upon the people; the scheme of taxation/ 
expenditure should consider these actions and reactions. But even when we 
take this into account we can certainly, for theoretical analysis, consider 
“taxation”? and ‘ expenditure’ schemes separately. In Economics, as in 
other sciences, this type of analysis is quite feasible and desirable. We can study 
the effects of different forces separately without ignoring the effects and counter- 
effects of other forces. This is done in solving other problems in economics such 
as in The Theory of Value or The Theory of Distribution, where the several 
acting forces are interdependent, yet we can and do study the problem of price, 
demand, supply, wages, interest, profits, etc., separately, in each case not ignoring 
the effects and counter-effects of other forces. 
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In a unitary country there are no constitutional limitations on the 
power of the central government, even when there is considerable 
fiscal decentralisation, and consequently it is possible for the 
national government to evolve a scheme of taxation and expendi- 
ture which achieves the Principle of Public Finance for the entire 
state as a whole. If some gaps are created by the activities of 
local governments, they can be filled and corrected by the national 
government, which has supreme authority in the sphere of taxation 
as well as expenditure. 


Tur PRINCIPLE OF FEDERAL FINANCE 


The Principle of Federal Finance should obviously mean the 
principle which the national and the regional governments should 
follow in their fiscal operations. In their own sphere of activities 
each regional government is concerned with the welfare of its own 
citizens, and it should obviously follow the Principle of Public 
Finance. Similarly, this is also the correct principle for the 
national government to follow, but it can observe it only within 
the sphere of functions and resources assigned to it. Considering 
the federal and the federating units in isolation, obviously for 
each of them the correct principle is the Principle of Public 
Finance. But when each government follows this principle within 
its own sphere there is no guarantee that the principle will be 
followed for the nation as a whole. Since the federating units are 
of a heterogeneous character and differ in economic prosperity, it 
can be asserted with certainty that the Principle of Public Finance 
will be violated when we simultaneously consider the fiscal opera- 
tions of the national and the state governments. The federal 
government carries its taxation and expenditure to the point 
where, with respect to federal functions only, the aggregate 
sacrifice of the last unit of taxation is just a little less or equal to 
the benefit derived from expenditure financed out of this revenue. 
Thus it equates the sacrifice imposed by the marginal unit of 
taxation, let us suppose x, to the benefit derived, let us suppose y, 
from the marginal unit of expenditure. The different state 
governments also act in a similar manner, and thus State A equates 
the sacrifice imposed (on its citizens) by its marginal unit of taxa- 
tion, let us suppose a, to the benefit derived (by its people in their 
joint as well as individualistic capacity), let us suppose a,, from its 
marginal unit of expenditure. Similarly States B, C and D, etc., 
respectively equate b to b,, c to c,, d to d,, ete., where b,c,d... 
represent sacrifice imposed (on their citizens) by their marginal 
units of taxation and b,, c,, d, . . . represent benefit derived 
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(by their people in their joint as well as individualistic capacity) 
from their respective marginal units of expenditure. Whatever 
the constitutional limitations on their taxation powers and func- 
tions (that is, expenditure powers), each one of the states can 
follow the Principle of Public Finance with respect to the func- 
tions and resources assigned to them. Now, as we know the 
different states are heterogeneous in character, some of these 
states are rich while others are comparatively poor. We can 
arrange these different states in order of their richness—the richest 
state coming first and the poorest state last. Let us suppose 
that A, B, C, D, etc., is the arrangement of states in order of their 
richness. Now, in richer states the sacrifice imposed by the first 
unit of taxation is less than in a comparatively poorer state, 
because it will be levied on comparatively richer people, whose 
marginal income has comparatively smaller utility. On the other 
hand, the benefit derived from expenditure financed out of this 
unit is comparatively less in a rich state, because with higher 
income levels the need for state services is less. From this it 
follows that the equality, between the sacrifice imposed by 
marginal unit of taxation and benefit derived from marginal unit 
of expenditure, in a rich state is brought about at a lower level 
(in terms of magnitude of the units of sacrifice/benefit) than in a 
comparatively poorer state. Thus a is smaller than b, which in 
turn is smaller than c and so on. Nowa<b<c<d... and 
so also a, <b, <¢,<d,.... Obviously, from the point of 
view of the nation as a whole, there is a distinct advantage in 
taxing the richer states more and spending that revenue in poorer 
states. The richer states can object to such a transfer in their indi- 
vidualistic capacity, just as a rich man may object to being taxed 
for the benefit of the poor, but this objection will be invalid from 
the point of view of all the states taken together, that is, from the 
national viewpoint. This transfer cannot be effected by any state 
individually, hence this function must be entrusted to the national 
government in a federation. The federal government should not 
therefore content itself by merely following the Principle of Public 
Finance in the limited sphere of functions and resources assigned 
to it, but should act in a co-ordinating capacity to effect such 
transfers so that the Principle of Public Finance is not violated 
for the nation as a whole. Unless it assumes this co-ordinating 
function as well a federal form of government suffers from a serious 
theoretical defect from the point of view of the science of Public 
Finance. It is thus the essential function of the federal govern- 
ment to achieve economic equilibrium for the country as a whole, 
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in the sense that it should try to follow, taking into consideration 
state fiscal activities, the Principle of Public Finance for the nation 
as a whole. 


THE PRINCIPLE OF TAXATION IN A FEDERAL STATE 


When independent sources of revenue are assigned to the 
federal government and the units, which are autonomous, each 
will act in its own sphere according to the Principle of Least Aggre- 
gate Sacrifice, so far as taxation is concerned. ‘The federal govern- 
ment equates the marginal sacrifice of tax-payers falling within its 
jurisdiction, that is, for the nation as a whole. But it can achieve 
this equality with respect to federal taxation only. Similarly, the 
states will formulate their taxation policies in such a manner that 
the marginal sacrifice of different tax-payers within their respective 
jurisdictions is equal. The federal government and the states can 
succeed in equating marginal sacrifices of all only if they have tax 
jurisdiction over all citizens. It is conceivable that there may be 
constitutional restrictions on the taxing powers of the federal and 
state governments which prevent them from taxing some people. 
For example, in the United States prior to 1939 federal employees 
were exempt from state taxes on income, and state employees 
were not subject to the federal income tax. ‘Thus the state and 
the federal government were prohibited from levying the income 
tax on people whom they were obliged to protect and for whom 
they were obliged to provide services as to their other citizens. 
If this restriction was extended to all taxes then the states and the 
federal government could succeed, even in theory, in equating the 
marginal sacrifice of only those citizens whom they could tax. 
Even this limited restriction was an awkward handicap, because 
the income tax can be more easily related to ability than any other 
tax. Thus we see that in a federation the states and the federal 
government may be subject to such constitutional restrictions that 
even within their respective spheres they are unable to equate 
marginal sacrifices of their citizens. In order, therefore, that the 
federal and the state governments may succeed in following the 
Principle of Taxation, they must have the power to levy taxes on 
all people, without any special preferences for some citizens. ‘To 
the extent such preferences or exemptions from state/federal 
taxation exist the Principle of Taxation is violated even within 
their respective spheres of taxation. 

There is another difficulty in a federation. The several states 
differ in economic development and prosperity besides exhibiting 
other diversities. Hence, when each state equates marginal 
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sacrifice of its tax-payers it is very unlikely, almost impossible, 
that the marginal sacrifice of tax-payers in state A is equal to the 
marginal sacrifice of tax-payers in other states. Thus marginal 
sacrifice of tax-payers is equal as compared to other citizens within 
their state, but is unequal as compared to the marginal sacrifice of 
people residing in other states. In richer states this marginal 
sacrifice is less than in poorer states because they tax a com- 
paratively wealthier set of people. The result is that from the 
national viewpoint while the burden of federal taxation is equitably 
distributed, because the federal government equates the marginal 
sacrifice of all the people within its jurisdiction, the burden of state 
taxation is inequitably distributed, because the marginal sacrifice 
of state taxation is different from state to state. We thus see that 
when the federal and the state governments each follows the 
Principle of Taxation in their respective spheres the ideal of 
taxation is not achieved for the nation as a whole. This ideal is 
achieved only when the effect of the taxation activities of the 
federal and state governments is such that the marginal sacrifice 
of the sum total of federal and state taxation is equal, or as nearly 
equal as possible, for every person who is a citizen of the federa- 
tion. Thus alone will similarly placed persons in different states 
have similar burdens of federal plus state taxation and the aggre- 
gate sacrifice for the nation as a whole will be least. Unless this 
is done, federalism suffers from a theoretical defect, and in this 
respect a unitary form of government is superior. 

This theoretical defect cannot be removed by state govern- 
ments acting separately, because their authority is restricted to 
their respective boundaries and the people living therein. They 
can, however, remove this defect in their joint or corporate capacity 
by acting in unison, and for this the federal government is the 
proper authority. The states will still tax within their own spheres 
according to the Principle of Taxation, but the federal government 
will discriminate in its scheme of taxation in order to make the 
marginal sacrifice, of state plus federal taxation, of all citizens 
equal. The states who suffer adversely, or to be more correct 
whose residents suffer more adversely, under such a scheme of 
taxation can object to it only from their narrow, individualistic or 
separatist points of view. As parts of a single nation they have to 
yield, as the total sacrifice imposed on the people as a whole is 
thereby reduced, and this is desirable from the point of view of the 
nation as a whole. 
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THE PRINCIPLE OF PuBLIC EXPENDITURE IN A FEDERAL 
STATE 


In a federation the states have autonomy with respect to the 
functions assigned to them, and they allocate their revenues 
between various items of expenditure, which they have to incur in 
discharging their functions, in accordance with the principle of 
public expenditure which they consider to be correct. As we 
know this principle is the Principle of Equi-Marginal Social Benefit 
which maximises the benefits from public expenditure for the state 
as a whole. Each state tries to equate 


Marginal benefit from expenditure on item ‘“‘ K ” 








—_ 


Size of unit of expenditure on “‘ K 
Marginal benefit from expenditure on item “ L” 


Size of unit of expenditure on “ L” 
Marginal benefit from expenditure on item ‘“ M ”’ 


Size of unit of expenditure on “ M ”’ 
and so on. 








Where the size of unit of expenditure on different items of expendi- 
ture, K, L, M, . . . etc., is assumed to be equal, we may say that 
each state tries to evolve a scheme of expenditure where marginal 
benefit from different types of expenditure is equal or as nearly 
equal as possible. Similarly, in its scheme of expenditure the 
federal government follows the same law, and it also equates 
marginal benefit derived from different items of expenditure which 
it has to incur in discharging functions assigned to it. When each 
state follows the Principle of Expenditure within its functional 
jurisdiction the result is that the marginal level of benefit differs 
from state to state. The level of marginal benefits is lower (in 
terms of units of benefit) in richer states and comparatively higher 
in poorer states, as they have smaller resources to spend on a people 
in greater need of state services. This inequality is not corrected 
when the federal government merely confines its attention to 
equating marginal benefits from expenditures falling within its own 
sphere of activities only. Apparently there is a distinct advantage 
in reducing public expenditures in richer states and increasing them 
in poorer states, where the same expenditure, up to a certain limit, 
will yield more benefit.1 It is, therefore, obvious that when the 
states spend their revenue within their respective functional juris- 

1 If we consider taxation and expenditure levels simultaneously, the real 


need is likely to be not to reduce the level of expenditure in richer states but to 
increase their burden of taxation in order to spend more in poorer states. 
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dictions in accordance with the Principle of Public Expenditure it is 
essential for the federal government to take those levels of marginal 
benefits into consideration in framing its own scheme of expendi- 
ture. If the federal government takes such a view, and this is 
the correct view for it to take, then it will adopt such a scheme 
of expenditure, as will tend to iron out the differences in the 
marginal levels of benefits flowing from schemes of state expendi- 
ture, and in order that national benefit from state and federal 
expenditures may be maximum, it will not stop here, but proceed 
a step farther and equate these marginal levels with the marginal 
benefits derived from different items of expenditure on federal 
functions. Thus from the national standpoint benefit derived 
from public expenditure is maximum when : 


Marginal benefit from different items of state expenditure 
(such as education, public health, law and order, etc., etc.) 
in state A 


= Marginal benefit from different items of state expenditure 
in state B,C, DD... ete. 

= Marginal benefit from different items of federal expenditure 
(such as defence, civil administration, etc., etc.). 


For the federal government, therefore, the conception of benefit is 
not merely the benefits flowing from its own items of expenditure 
considered in isolation but this flow of benefits compared to benefits 
accruing from schemes of state expenditures. ‘Thus considered, 
benefits from the federal viewpoint will be maximised when more 
is spent on backward and poorer areas, either directly or pre- 
ferably 1 through the government of those states, so that expendi- 
ture on those areas is pushed to the point of equating marginal 
benefits in all states. It is essential that there should be no 
constitutional hindrances that prevent the federal government 
from acting in this manner which necessarily involves a flow 
of funds from federal to state treasuries.2, Thus conceived, a 


1 So that the federal government does not enter directly into those spheres of 
activity which are usually assigned to the states in the interest of efficiency. 

* At the present time a system of federal grants is found in almost all federa- 
tions. In the Commonwealth of Australia there is a constitutional provision for 
such grants (see sections 87, 96 and 105 A of the Constitution Act). So also in 
the Union of India (vide Articles 269, 270, 272, 273 and 275 of the Constitution). 
Though federal grants are now an accepted feature of federalism in the United 
States, it is necessary to emphasise the strong opposition that existed to such 
schemes of federal assistance in the nineteenth century. Vetoing the Morill Bill, 
granting aid to the states for establishment of colleges for the benofit of agri- 
culture and mechanical arts, President Buchanan observed: ‘‘ Should the time 
arrive when the State governments shall look to the Federal Treasury for the 














94 THE ECONOMIC JOURNAL [MARCH 


federal scheme of expenditure (including grants in aid to states) is 
complementary (filling up the disparities between states inter se) 
and supplementary (increasing social benefit by incurring expendi- 
ture on functions other than those performed by the states) to the 
schemes of state expenditures. In this sense the Principle of 
Public Expenditure is also the Principle of Federal Expenditure. 


THE THEORY OF FEDERAL FINANCE 

The above discussion makes it clear that there is not a funda- 
mentally different theory and set of principles of public finance 
that apply to a federal form of government. The Principle of 
Taxation, The Principle of Expenditure and The Principle of 
Public Finance, which respectively tell us how the state should 
tax, how it should spend and how much it should tax and spend, 
are the same for unitary as well as federal finance, but they have 
to be interpreted in the manner explained above in their applica- 
tion to a federal form of government. A practical financier may 
object to this theoretical dissertation and ask, ‘‘ Of what use are 
these delicate and exact precepts which can not be applied equally 
exactly in a practical scheme of taxation and expenditure?” 
It is indeed true that we have been discussing problems where the 
data are not easily measurable or exactly determinate, because the 
effects of public-finance activities are so widely diffused and inter- 
mixed. That, however, is no reason why our principles should 
not be as exact and as refined as possible. If the principles are 
correct, the only mistake that a financier may make is that his 
actions may fall short of the principles. Such mistakes are 
multiplied when the action is in pursuit of easy but incorrect 
principles. Though the difficulties in practice are enormous, it is 
necessary to remember that no financier starts from a clean slate. 
He begins with a given scheme of taxation and expenditure, and 
usually he has to take a decision to raise or to spend some more 
millions of pounds or rupees or to make some desirable changes 
here or there in the existing scheme. This piecemeal and gradual 
approach reduces the difficulties of his task and helps him to 
make wise decisions. 

The above discussion, however, enables us to suggest certain 
generalrules. In the first place the federal government must have 
the constitutional authority to tax all people who are its citizens, 
and in addition have the power to levy direct taxes, which can be 


means of supporting themselves and maintaining their systems of education and 
internal policy, the character of both Governments will be greatly deteriorated.” 
Messages and Papers of the President, V, 544, February 24, 1859. 
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closely related to ability, so that it can evolve a scheme of taxation 
in accord with the Principle of Taxation. Since it is difficult and 
expensive to collect direct taxes from people with low levels of 
income, it is essential that the federal government should have the 
authority to levy some indirect taxes also, such as customs and 
excise duties, so that its scheme of taxation could be made not 
only progressive but comprehensive as well. Secondly, the con- 
stitution should provide a scheme of federal grants in aid so that 
the federal government can make up the marginal deficiencies in 
poorer states and follow the Principle of Public Expenditure for 
the federation as a whole. These grants, which will involve a 
transfer of funds from federal to state treasuries, should be 
distributed on such a basis that they ensure financial responsibility 
on the part of state governments without jeopardising the 
essential requisites of fiscal autonomy which is an important 
advantage of federalism. The essentials of federalism will thus 
be preserved and, if at all, it will be only in this marginal region 
that state autonomy or sovereignty may be slightly compromised 
or circumscribed in the broader national interest. A system of 
grants will ensure not merely budgetary equilibrium for the 
poorer states by making their resources equal to their needs but 
will also ensure economic equilibrium for the nation as a whole by 
enabling the federal government to follow the Principle of Public 
Finance in its wider interpretation as explained above. It also 
ensures the economic, social and political stability of the federa- 
tion, because ‘‘ Poverty anywhere is a danger to prosperity every- 
where ” (Philadelphia Charter). Thirdly, the division of functions 
and resources between the federal and the state governments should 
be based on the principle of efficiency and economy. Ordinarily 
such a scheme of division will leave too few resources with the 
states, because due to the ramifications of big business, the 
integration of economic life and the importance of international 
trade the more productive sources such as taxes on income or 
inheritance, Customs and Excise duties, are more efficiently 
administered by the federal government. On the other hand, the 
increasing acceptance of the concept of a welfare state necessitates 
expanding expenditures on social services, which have to be 
organised on a state basis in the interest of economy and efficiency 
and to allow for diversities between different regions. These 
disparities can be met by a system of grants proposed above. 
However, in order to ensure fiscal autonomy to the states it is 
desirable that besides the assignment of some sources of revenue 
exclusively to the states there may be a scheme of shared taxes, 
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These taxes can obviously be taxes assigned to the federal govern- 
ment, but the constitution may declare them to be shared taxes 
and also allocate a certain minimum percentage of the revenue as 
the states’ share which can be increased through federal legislation. 
The distribution of the states’ quota amongst the different states 
should not rest on the basis of collection or population but in 
accordance with the principles outlined above, so that the federal 
government can discharge its function of ensuring economic 
equilibrium for the country as a whole. A statutory provision 
will ensure fiscal independence and stability to state budgets. 
The federal power to increase the states’ quota will introduce 
elasticity into the system, and its power to determine the separate 
shares of the different states will enable it to follow the Principle 
of Public Finance for the nation asa whole. Obviously the income 
tax is a very suitable tax to be a shared tax, because in all modern 
capitalistic communities it has been found to be a very productive 
and highly elastic source of revenue. If necessary, some other 
specific taxes could be added to the list, depending upon the 
situation in the different federations. No set pattern will suit 
them all.* 

In the light of the above principles federalism is not a union 
of independent states, where the federal and state governments 
act like independent sovereign authorities, but it is an association 
of states which co-operate like the members of a family for 
maximising benefits from the point of view of the nation as a 
whole. And hence we think that modern federalism is a co- 
operative federalism. 

The above discussion also makes it clear that the apparent 
theoretical defects of federalism really resolve into a theoretical 
superiority of a federal state. From the point of view of all 
the states in a federation the sum total of net benefits (that is, 
aggregate benefits of public expenditures minus aggregate sacrifice 
of taxation) is greatly increased if these states join together into a 
federation. If this analysis is carried farther we come to the 
interesting conclusion that though from the point of view of richer 
sovereign national states it may be advantageous that these 
separate states continue to maintain their individual identity 
and preserve their sovereignty, yet from the point of view of 

1 The scheme of division of resources adopted in the Constitution of the 
Union of India follows in broad outline the rules laid down above. It is, how- 
ever, unfortunate that tho system of grants is not yet based upon the principle 
analysed above. It may be hoped that the Finance Commission may improve 


the situation. In no existing federation is the system of grants based upon the 
concept of “ economic equilibrium ’’ explained above. 
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n- humanity—the people of the world as a whole—a world federation 
es of states is theoretically desirable. In that case the aggregate net 
as benefits of the public finance activities of the world as a whole 
n. will be greatly increased, because it will be possible to follow the 
es Principle of Public Finance in a wider sphere. Besides, for such a 
in world federal state it will be possible to reduce considerably the 
‘al astronomical expenditure on defence, and to utilise these resources 
‘ic for increasing the standards of living of the people at large. 


on R. N. Buaraava 
is. Allahabad University. 
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1948-49 RECESSION RE-EXAMINED 


In the March 1952 issue of this JouRNAL Professor Hamberg 
states that ““. . . the most important explanation of the [1948-49] 
recession . . . is an underconsumptionist one.” Such a con- 
clusion depends partly on the criteria employed to classify 
recessions. On certain criteria most recessions would be classified 
as underconsumption. (a) It seems probable that the average 
propensity to spend of consumers tends to decline as higher levels 
of income are reached. This is because of the consumption lag; 
1.e., the delay which consumers ordinarily exercise in their adjust- 
ment to rising or falling income. The propensity to spend is 
sufficiently irregular, nevertheless, that average propensity may 
not be declining at all downturns. (b) Investment invariably 
rises more rapidly than consumption expenditure in prosperity. 
Therefore consumption represents a smaller proportion of total 
expenditure at the downturn than it does at the upturn, if we 
abstract from government and rest-of-the-world expenditure. 

An underconsumption classification, however, may assign a 
primary role to consumption in initiating the downturn. Pro- 
fessor Hamberg appears to believe that the 1948-49 recession 
particularly may be classified as underconsumption in some more 
rigorous sense. He states : 


“Three important areas of the economy must be made 
to share the responsibility for the recession. These were a 
decline in the ratio of total consumption to national income 
and a sharp decline in tke rate of growth of consumption, a 
policy of monetary restriction carried out by the Treasury 
and Federal Reserve System, and a sharp and abrupt decline 
in the country’s merchandise export trade. These factors 
have been listed in their order of importance as they appear 
to the present writer.” ? 


It is the contention of the present writers that a more adequate 
analysis of the available data will demonstrate that Professor 
Hamberg exaggerated the role of consumer expenditure in pro- 
ducing the downturn which occurred in late 1948. The apparent 
importance of consumer expenditure resulted from: (1) the 
comparison of consumption with national income rather than with 


1 D. Hamberg, ‘‘ The Recession of 1948-49 in the United States,’’ Economi 
JouRNAL, Vol. LXII, 1-14 (March 1952), p. 7. 
2 Op. ctt., p. 2. 
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disposable income, and (2) the use of annual data rather than 
quarterly or monthly data to trace the momentum of the business 


cycle. 


The use of national income as an aggregate with which to 
compare consumer expenditure is quite crude, owing to the fact 
that consumers spend from disposable income (personal income 
Since comparison 
with the latter is influenced by changes in taxes, changes in 
retained corporate earnings, etc., the more meaningful comparison 


less taxes) rather than from national income. 


TABLE I 


Consumer Expenditure as a Proportion of Disposable Income + 


(Billions of dollars at annual rates) 





Quarter. 


1947—4 
1948—1 
1948—2 
1948—3 
1948—4 


1949—1 
1949—2 
1949—3 
1949—4 





Disposable 
income. 


$ 
176-5 
179-8 
187-8 
193-0 
192-8 


188-6 
186-7 
184-8 
185-7 





Consumption 
experditure. 


Ratio of consumer 
expenditure to 


disposable income. 





$ 
171°3 
174-6 
177-5 
179-7 
179-8 


178-4 
180-0 
180-0 
182-3 


| 


| 





0-971 
0-971 
0-945 
0-931 
0-933 


0-946 
0-964 
0-974 
0-982 





~ 


(Washington : 


adjusted figures are employed. 
up in proof, fractional revisions have been made in the 1949 figures. 


of Current Business, July 1952. The conclusions are not affected. 


is with disposable income. 


Table I. 


1951), pp. 209-11. 
It may be noted that since this article was set 


National Income Supplement to the Survey of Current Business, 1951 Edition 
Government Printing Office, 


Seasonally 


See Survey 


This comparison is presented in 


In that industrial production reached a peak around October 
or November, the downturn may be tentatively fixed at this point. 
Yet it will be observed that consumer expenditure as a proportion 
of disposable income declined more rapidly in the first half of 


1948, and actually rose slightly in the last quarter. 


The decline 


in the first half of 1948 was not surprising in view of the fairly 


rapid increase in disposable income. 


An important factor helping 


to produce this result was the tax reduction which occurred in 


the second quarter of 1948. 


The normal lag in consumer reaction 


to such a “ windfall”? accounts for perhaps half of the decline 


from the first to the second quarter. 


In spite of the moderate 


decline, proportionate consumer expenditure remained at an 
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1948-49 RECESSION RE-EXAMINED 


In the March 1952 issue of this JouRNAL Professor Hamberg 
states that “‘. . . the most important explanation of the [1948-49] 
recession . . . is an underconsumptionist one.’”?1 Such a con- 
clusion depends partly on the criteria employed to classify 
recessions. On certain criteria most recessions would be classified 
as underconsumption. (a) It seems probable that the average 
propensity to spend of consumers tends to decline as higher levels 
of income are reached. This is because of the consumption lag; 
i.e., the delay which consumers ordinarily exercise in their adjust- 
ment to rising or falling income. The propensity to spend is 
sufficiently irregular, nevertheless, that average propensity may 
not be declining at all downturns. (b) Investment invariably 
rises more rapidly than consumption expenditure in prosperity. 
Therefore consumption represents a smaller proportion of total 
expenditure at the downturn than it does at the upturn, if we 
abstract from government and rest-of-the-world expenditure. 

An underconsumption classification, however, may assign a 
primary role to consumption in initiating the downturn. Pro- 
fessor Hamberg appears to believe that the 1948-49 recession 
particularly may be classified as underconsumption in some more 
rigorous sense. He states : 


“Three important areas of the economy must be made 
to share the responsibility for the recession. These were a 
decline in the ratio of total consumption to national income 
and a sharp decline in the rate of growth of consumption, a 
policy of monetary restriction carried out by the Treasury 
and Federal Reserve System, and a sharp and abrupt decline 
in the country’s merchandise export trade. These factors 
have been listed in their order of importance as they appear 
to the present writer.” 2 


It is the contention of the present writers that a more adequate 
analysis of the available data will demonstrate that Professor 
Hamberg exaggerated the role of consumer expenditure in pro- 
ducing the downturn which occurred in late 1948. The apparent 
importance of consumer expenditure resulted from: (1) the 
comparison of consumption with national income rather than with 


1 D. Hamberg, ‘“‘ The Recession of 1948-49 in the United States,’”’ Economic 
JOURNAL, Vol. LXII, 1-14 (March 1952), p. 7. 
2 Op. cit., p. 2. 
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disposable income, and (2) the use of annual data rather than 
quarterly or monthly data to trace the momentum of the business 
cycle. 

The use of national income as an aggregate with which to 
compare consumer expenditure is quite crude, owing to the fact 
that consumers spend from disposable income (personal income 
less taxes) rather than from national income. Since comparison 
with the latter is influenced by changes in taxes, changes in 
retained corporate earnings, etc., the more meaningful comparison 


TABLE [I 


Consumer Expenditure as a Proportion of Disposable Income } 


(Billions of dollars at annual rates) 














) Disposable Consumption | Ratio - ante 
Quarter. income. | expenditure. expenditare to 

| disposable income. 

$ $ 

1947—4 176-5 171-3 0-971 
1948—1 179-8 174-6 0-971 
1948—2 187-8 177°5 0-945 
1948—3 193-0 179-7 0-931 
1948—4 192-8 179-8 0-933 
1949—1 188-6 178-4 0-946 
1949—2 186-7 180-0 0-964 
1949—3 184-8 180-0 0-974 
1949—4 185-7 182-5 0-982 








1 National Income Supplement to the Survey of Current Business, 1951 Edition 
(Washington: Government Printing Office, 1951), pp. 209-11. Seasonally 
adjusted figures are employed. It may be noted that since this article was set 
up in proof, fractional revisions have been made in the 1949 figures. See Survey 
of Current Business, July 1952. The conclusions are not affected. 


is with disposable income. This comparison is presented in 
Table I. 

In that industrial production reached a peak around October 
or November, the downturn may be tentatively fixed at this point. 
Yet it will be observed that consumer expenditure as a proportion 
of disposable income declined more rapidly in the first half of 
1948, and actually rose slightly in the last quarter. The decline 
in the first half of 1948 was not surprising in view of the fairly 
rapid increase in disposable income. An important factor helping 
to produce this result was the tax reduction which occurred in 
the second quarter of 1948. The normal lag in consumer reaction 
to such a “ windfall” accounts for perhaps half of the decline 
from the first to the second quarter. In spite of the moderate 
decline, proportionate consumer expenditure remained at an 
abnormally high level for peak prosperity throughout the entire 
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period. Also, emphasis may be placed on a slight rise in consumer 
expenditure in the fourth quarter of 1948 in face of a slight decline 
in disposable income, and in face of a reimposition of consumer 
credit controls. Rather than signifying underconsumption, a 
vigorous consumer expenditure function is indicated. 

Professor Hamberg is impressed with the fact that a reduced 
acceleration in consumption expenditure is shown if the change 
from 1947 to 1948 is compared with the change from 1946 to 1947, 
during which time an increased acceleration occurred in national 
income, if similarly measured.1_ This observation is not relevant, 
however, for the period is far too long to trace business-cycle 
momentum. Over shorter periods near the downturn the decrease 
in acceleration is much milder and consumption expenditure is 
closely correlated with income. Professor Hamberg is pointing to 
the longer-period influences of the Second World War on the 
consumer expenditure function, and this has little relation to the 
1948-49 recession. Consumption expenditure represented an 
abnormally small proportion of disposable income in the Second 
World War, and made what is generally believed to represent a 
surprising recovery in 1946. Nevertheless, until the second 
quarter of 1947 the rise in consumption expenditure had continued 
to outstrip that in disposable income. Consumption expenditure 
became approximately equal to disposable income in the second 
quarter. So large a relative expenditure at high prosperity levels 
could not be expected to continue for long, and disposable income 
began immediately to fall back to more reasonable relative levels. 
The war-induced abnormal increase in consumption expenditure 
relative to disposable income from 1946 to 1947 accounts for the 
reduced acceleration found by Professor Hamberg.* 

The rate of change in consumption expenditure from quarter to 
quarter is shown in Table II, together with similar rates for gross 
national product, national income and personal income. The 
general decline which was occurring in the momentum of the 

1 Op. cit., pp. 7-8. 

2 Some of Professor Hamberg’s statements are hard to understand. He 
states “‘ sales of non-durable consumer goods had shown a marked decline in their 
rate of increase all during [1948] ”’ (op. cit., p. 8). The fact of the matter is that 
the Department of Commerce measures show that the rate increased from the 
second to the third quarter, but changes were slight throughout the year. See 
National Income Supplement referred to in the tables, p. 207. At another point 
he states that ‘‘ thus in the face of these record profits, dividends were 10% and 


13% less in the second and third quarters of 1948 than they had been in the 


corresponding quarters of the previous year”’ (op. cit., p. 4). According to 
Department of Commerce figures, dividends in 1948 increased 11% and 16%, 
respectively, in these quarters in comparison to the same quarters in the preceding 


year (National Income Supplement, op. cit., p. 211). 
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expansion should not be a surprise to anyone, especially in view of 
the fact that the prosperity had reached a point where only limited 
unemployed labor force as well as other economic resources were 
available. The reduced acceleration is more regular in the case of 


TABLE II 


Business-Cycle Momentum as Measured by Percentage Change from 
the Preceding Quarter 1 























Quarter | Consumption Personal National _| Gross national 
. r expenditure. income. income. product. 

1947-1 +22 +13 +0-7 +1-6 

1947—2 +2°8 —0-6 +2-2 +3-4 

1947—3 +23 +4-2 +18 +0-6 

1947—4 +2-2 +2-8 +4-2 +4-8 

1948—1 +1-9 +2- +3-2 +16 

1948—2 +1-+7 +2-7 +4-0 +3-9 

1948—3 +1-2 +2-2 +1-7 +2-1 

1948—4 +01 0-0 +1-3 +1-4 

| 
1949—1 —0:8 | —2-7 —3-6 —2°8 








1 See reference cited in Table I. Seasonally adjusted figures are employed. 


consumption expenditures, but does not average significantly 
different from that occurring in the other series. The declining 
rate of increase of consumption expenditures per se, therefore, 
cannot be isolated and assigned an important role in initiating the 
downturn. 

The downturn in the autumn of 1948 is most clearly related to 
the behavior of inventories. In fact, the decline in inventory 
investment completely accounts for the decline in gross national 
product from the fourth quarter of 1948 to the fourth quarter of 
1949. Table III clearly demonstrates this. Some of the other 
expenditure streams rose, notably government, and some fell, 
notably other investment, but these movements offset each other. 


TABLE III 


Comparison of Gross National Product and Inventory Investment 3 
(Billions of dollars at annual rates) 





\Np Inventory 

Quarter. G.N.P. enmettnniit. 
$ $ 

1948—4 267-0 7-2 
1949—1 259-5 0:3 
1949—2 257-9 —4-1 
1949—3 256-5 —2-9 
1949—4 255-5 —6-1 





1 See reference cited in Table I, p. 207. Seasonally adjusted figures are 
employed. 
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The most reasonable explanation of the decline in inventory 
investment is change in the price situation. Wholesale com- 
modity prices rose 60% from the post-war business cycle trough 
in February 1946 to the price peak in August 1948.1 Beginning 
with August 1948 a noticeable decline set in. Since the expected 
change in prices is an important determinant of inventory invest- 
ment, the emergence of a price decline might be expected to lead to 
a reduction of inventories. It would be foolish to argue, of course, 
that consumer demand played no part in the weakening of prices. 
The probable fulfilment of some deferred demand, for example, is 
a case in point. Rather, it is contended that there were other 
factors which were more directly responsible in this instance. 

(1) Of major importance was the break in food prices which 
occurred in the early months of 1948. This decline had its origin, 
for the most part, not on the demand side, but on the supply side. 
A bumper crop of many foodstuffs in the United States and a 
general recovery in output of foodstuffs in the rest of the world 
reversed the extravagant price advances which had occurred. 

(2) On the monetary side two factors were significant—the 
decreasing purchasing power of liquid funds and more restrictive 
monetary policies beginning in the autumn of 1947. Although 
prices rose rapidly after the war, currency and bank deposits 
increased much less, so that liquid funds had come to be a much 
less potent force, a factor reminiscent of the “ Pigouvian effect.” 
Restraining action taken by the Federal Reserve System limited 
the supply and increased the price of credit. Of prime importance 
was the reimposition of consumer credit controls in the autumn of 
1948, which no doubt restricted the sales of consumer durables. 

(3) There were other expenditure streams which were impor- 
tant in reducing aggregate demand, and, consequently, in reducing 
inflationary pressures. Notable were the reductions which 
occurred in expenditure for construction and producers’ durable 
equipment especially in residential construction in the first half of 
1949.2, Once a substantial price decline in raw material prices 
set in, expectation of a decline in prices of houses apparently led 
to a general reluctance to buy. A general deficiency in demand for 


1 As shown by the Bureau of Labor Statistics Index. The February 1946 
figure is not a low for wholesale prices. A slow rise had been occurring since 
before the war. 

2 Professor Hamberg states erroneously that “ residential construction rose 
$1-4 billion [from 1948 to 1949] ”’ (op. cit., p. 11). In current dollars residential 
construction declined $0-3 billion, while in deflated dollars it remained constant. 
See Construction and Building Materials Statistical Supplement, May 1951 
(Washington : Government Printing Office, 1951). 
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construction at this time, however, is not indicated. Our view- 
point is supported by the fact that when the relevant prices 
began to rise at the end of 1949 a dramatic increase occurred in 
housing demand. 

(4) The reduced exports of key manufactured products may 
have played a small part in producing the 1948 downturn. Sub- 
stantial reduction in the level of activity in producing freight 
cars and machine tools, for example, occurred because of lower 
exports in 1948.1. One may wonder, however, if Professor Ham- 
berg does not make too strong a case when he says reduced 
exports “ clearly provided a sharp jolt to the domestic economy ”’ 
because there was a large rise in exports in 1947 and a substantial 
decline in 1948.2, As Professor Hamberg implies from his mention 
of the quantitative unimportance of exports, the “ sharp jolt ” 
could not have been due to the magnitude of the decline. But it is 
even more remote that it could have arisen through its effect on 
expectations. Most of the decline in exports was in the govern- 
ment-financed category. A majority of businessmen interpreted 
this as a wholesome influence and, irrationally or not, believed 
exports to be on a sounder basis. . 

It is worth noting that a decline in inventory investment 
almost as great as that which occurred in 1948-49 had been 
experienced from the third quarter of 1946 to the third quarter of 
1947. This earlier experience, however, did not produce a re- 
cession, because the inflationary forces had not spent themselves 
at the time. A textile manufacturer recently said to us, in effect, 
“ distributors began to reduce their inventories early in 1947, but 
they soon found that prices continued to rise and therefore they 
quickly came back into the market.” From 1946 to 1947 expendi- 
tures for consumer non-durable goods rose 10% in current dollars, 
but declined 1% in deflated dollars. From 1947 to 1948 the same 
type of expenditures declined 2°, in current dollars, but rose 
fractionally in deflated dollars. The support of continued price 
rises was lacking in 1949. 

Professor Hamberg is correct in stating that increased govern- 
ment expenditure provided supporting expenditure in the re- 
cession. Although expenditures for private construction declined 
slightly, rising expenditures for public works much more than 
made up for the decline. A large increase also occurred in 


' See Survey of Current Business, February 1949, p. 30. 

2 Op. cit., p. 2. It is interesting to note that merchandise exports were 
declining much more rapidly late in 1949, when the next phase of expansion 
was getting under way, than they were in 1948, 
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defense expenditures in 1949. Reduced income taxes made 
disposable income higher relative to personal income. 

Even though declines did occur in private expenditure for 
construction and equipment, the fact that the decline was limited 
is of notable importance. Long depressions are marked by major 
declines in durable investment. It is possible that the support 
of high levels of durable investment may not be available in the 
next depression, but Professor Hamberg’s pessimism regarding new 
industries is not warranted. Appraisals are difficult because new 
industries are always too new to be readily counted. However, 
electronics, plastics, newer synthetic fibres and antibiotics will 
occur to anyone in America as illustrations of developing new 
industries. Professor Hamberg overlooks the fact that the com- 
bined effects of many such small new industries may be equivalent 
to that of one or two large industries. Almost everyone now 
believes that many civilian applications of atomic energy are 
to be expected, although few would hazard a guess as to their 
possible magnitude. The recent expansion of the aircraft industry 
is very great, but it is uncertain how much would remain if 
defense activity should collapse. 

E. C. Bratr 
J. P. ONDRECHEN 
Lehigh University. 
University of Pennsylvania. 


1948-49 RECESSION RE-EXAMINED: A REJOINDER 


In replying to the comments of Messrs. Bratt and Ondrechen, 
I shall take up their principal points of contention in the order in 
which they appear in their paper. First, it is doubtful on any 
criteria whether an underconsumption explanation as such can 
suffice to explain ‘ most recessions,” unless the writers are 
referring specifically to minor, or inventory, recessions. In 
terms of recent analyses, major depressions may be said to arise 
from the failure of national income, t.e., consumption and invest- 
ment, but primarily the latter, to grow at rates proportionate to 
the growth in capacity. Without elaborating, it is clear that in 
so far as (1) investment is a major function, not so paradoxically, 
of investment, (2) major business cycles have, in other than 
stagnation periods, been characterised by waves of innovational, 
largely autonomous, investment, while minor cycles have been 
restricted primarily to fluctuations in inventory investment, and 
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(3) consumption has, almost without exception, fallen as a pro- 
portion of income at the upper turning points of both major and 
minor cycles, the explanation of major crises lies in the area of 
fixed investment outlays, with consumption behavior playing a 
relatively secondary role. But in so far as the comparative 
maintenance of fixed investment is the reason for the ‘‘ minor ”’ 
character of inventory recessions, the plausibility, at least, of an 
underconsumption explanation of the latter is intuitively patent. 
Whether or not in any particular instance an underconsumption 
interpretation is correct is, of course, a matter of empirical 
investigation. In the present case, this kind of explanation 
seems most plausible, although I have placed the emphasis more 
on a downward drift in the position of the post-war (short-run) 
consumption function, and less on a lag in the rise in consumption 
along a given function.! 

Messrs. Bratt and Ondrechen take exception to my expressing 
consumption as a percentage of national income instead of 
disposable income. When discussing consumer behavior patterns 
alone, disposable income is obviously the relevant variable. But 
when discussing cyclical fluctuations in aggregate income and 
employment, the correct consumption function is one relating to 
national income. Of course, cognisance must be taken of the 
behavior of disposable income in relation to national income when 
discussing the behavior of the latter consumption function, but 
disposable income then becomes only one of many variables taken 
into account.2 Had disposable income fallen in relation to 
national income during the pericd under discussion, Messrs. Bratt 
and Ondrechen would have caught me in serious error. However, 
far from falling, disposable income actually rose somewhat in 
relation to nationai income.* As noted, this phenomenon 

1 Cf. ‘‘ The Recession of 1948—49 in the United States,’ Economic JouRNAL 
(March 1952), pp. 10-11. Hereafter this article will be referred to as “‘ The 
Recession.” 

We may pass over the second of the underconsumption “ criteria ” of Messrs. 
Bratt and Ondrechen on the ground of irrelevancy, since we are here comparing 
consumption behavior not between upturn and downturn, but at downturn as 
compared with the immediately preceding periods. 

2 Systematic analyses of the relation of disposable to national income in the 
problem of determination of national income and its movements may be found 
in P. A. Samuelson, ‘“‘ The Simple Mathematics of Income Determination,” in 
Income, Employment and Public Policy, Essays in Honor of Alvin H. Hansen (New 
York, 1948), pp. 133-55, and T. C. Schelling, ‘“‘ Income Determination: A Graphic 
Solution,” Review of Economics and Statistics (August 1948), pp. 227-9 to name 
but two of many such discussions. 

3 In this connection, see the excellent article by M. Cohen, ‘‘ Post-war Con- 


sumption Functions,” Review of Economics and Statistics (February 1952), pp. 
18-33. 
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originated in reduced personal income taxes, veteran’s bonuses, 
and higher wage and salary payments. Other things unchanged, 
an increase in the ratio of disposable to national income will act 
to raise the consumption function (related to national income) 
regardless of “ the normal lag in consumer reaction ”’ to rises in 
disposable income. For consumption outlays will rise to some 
extent, even if less than proportionately to the rise in disposable 
income. As long as the latter is true, there will be a tendency 
for consumption to rise in relation to national income, unless 
other factors intervene. The decline in the ratio of consumption 
to national income in the face of a rise in the ratio of disposable 
to national income serves to emphasise the strength of the other 
forces at work to push the consumption function downward, viz., 
the operation of Pigou effects, satisfaction of backlog demands, 
etc. The stress placed by Messrs. Bratt and Ondrechen on the 
role of disposable income, correctly viewed, would seem to 
strengthen the position taken in my analysis of the recession. 

Nor, Messrs. Bratt and Ondrechen notwithstanding, does an 
examination of quarterly data give rise to different results.? 
Referring to their own Table II, there is evident a steady down- 
ward trend in the growth of consumption outlays, even though the 
growth in national income averaged out to a slighly higher figure 
in 1948 over its 1947 value. But more important is the fact that 
this downward trend continued during the second and third 
quarters of 1948, despite the sharp rise in the growth of disposable 
income (occurring independently of the slowdown in momentum 
associated with the reaching of the full-employment growth 
ceiling) during the second and third quarters of 1948. When 
comparison is made with disposable income (what has happened 
to this variable in Table IT ?), the difference is significant enough 
to warrant special mention. 

Moreover, use of personal consumption expenditures in place 
of the retail non-durable sales used in my original analysis? 
distorts the picture somewhat. First, and most important, the 


1 I assume that the consumption lag emphasised by Messrs. Bratt and 
Ondrechen refers to the Duesenberry—Modigliani lag in the ability of households 
to adjust readily to previously inexperienced levels of real income, and not to 
the Robertsonian expenditures lag, relating consumption to past, rather than 
current, income. The two are not the same and may exist each apart from the 
other. Further, the various statistical and econometric investigations of 
Metzler, Klein, and others cast strong doubt on the existence of an expenditures 
lag in consumption in the United States. 

2 This is especially noteworthy in the case of the quarterly figures in my 
analysis showing the rate of change of retail non-durable sales during 1947 and 
1948. Cf. ‘‘ The Recession,” p. 9, Table 1. 3 Ibid., pp. 9-10. 














1953| 1948-49 RECESSION RE-EXAMINED: A REJOINDER 107 


aggregate consumption figures include outlays on consumer 
durables, and I specifically noted that my observations on con- 
sumption behavior were mainly true of non-durables.1 Secondly, 
the consumption figures, as opposed to the retail sales data, are 
more inclusive, inasmuch as they include estimates of consumer 
purchases from wholesalers and manufacturers and farm pro- 
duction consumed on the farm; this larger coverage makes for 
a 10% discrepancy in the two series. More important, the 
retail-sales figures enable us to focus attention precisely at the 
point where changes in consumption outlay first exert their 
effects with greatest force.? 

Finally, Messrs. Bratt and Ondrechen can hardly be serious in 
repeating after me the reasons for the decline in the ratio of 
consumption to both disposable and national income as an 
argument against my underconsumption type of explanation for 
the recession. It was, and is, obvious that the consumption 
function was abnormally high because of a combination of 
deferred demand and an extraordinary liquid-asset position on 
the part of households, obvious that once the strength of these 
forces diminished, the consumption function would fall toward its 
secular position, reducing at the same time the growth of con- 
sumption. Regardless of the reason, the important thing is that 
the last two phenomena did occur, and by giving rise eventually 
to excessive and unintended inventory investment, were the 
mainsprings of the ensuing recession. 

In attempting to assess the accuracy of establishing con- 
sumption behavior as the prime mover in initiating the inventory 
recession, it is well to examine the alternative factors presented 
by Messrs. Bratt and Ondrechen to explain the recession. Their 
principal explanation seems to be ‘the change in the price 


1 Cf. “* The Recession,”’ pp. 8-9. 

2 It is partly, but only partly, for this reason Messrs. Bratt and Ondrechen 
find my statement on the decline in the rate of increase of consumer non-durable 
sales “ hard to understand.” If there be any doubt about the behavior of retail 
non-durable sales, let the reader refer to the Survey of Current Business, January 
1949, pp. 1-4, particularly Charts 1 and 2, and ibid., October 1950, p. 17. More- 
over, unless my arithmetic is malfunctioning, even the personal consumption 
figures referred to by Messrs. Bratt and Ondrechen do not increase in rate of 
growth during 1948: from a figure of 2% in the first quarter, the growth rate of 
this series fell to 0-8% in the third quarter. 

Apropos of the apparent discrepancy in figures on the behavior of dividends, 
my statement referred to dividends as a percentage of net profits, not to the 
percentage growth in dividends alone. I might also add that my figures were 
based on the Federal Reserves data for large corporations. As a percentage of 
profits, the decline in dividends was not as large for all corporations, being in the 
neighborhood of 5%. 
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situation,” particularly wholesale prices. It is worthy of note, 
however, that, on the one hand, wholesale prices continued to 
rise until September, during the period in which inventories were 
steadily climbing toward and beyond their normal ratios to sales, 
and on the other hand, these prices continued to fall for six months 
after the recession ended. Further, the decline in prices that did 
set in in September 1948 consisted almost entirely of foodstuff 
prices, which comprise only some 20%, of soft-goods inventories ; 
the index of non-food prices did not fall at all during the year, 
although it did cease to rise after September. Hence it is 
questionable to what extent this price behavior affected inventory 
investment decisions in all commodities, especially non-farm 
commodities. Instead, it would seem more reasonable to place 
primary emphasis on the accumulation of undesired inventories 
of non-durables in general at the retail and wholesale levels, 
which accumulation was causing unhappiness for a considerable 
time before the change in price behavior. Moreover, lagging 
consumer demand undoubtedly played a significant part in the 
weakening of prices, both directly and, through its damping 
effects on induced investment and the expansion of bank credit 
to business, indirectly. Although this price behavior, coming 
when it did, may have reinforced decisions to retrench in inventory 
investment (except for the price-break in foodstuffs, which 
originated chiefly on the supply side), it would appear to have 
been a secondary repercussion of the slowdown in the growth of 
consumption. 

From their discussion of the role of the monetary factor, it 
appears that Messrs. Bratt and Ondrechen have, apparently with- 
out being aware of it, agreed with me in one major aspect of my 
evaluation of this factor and disagreed in another. We agree that 
credit for the behavior in consumption outlays may be shared 
among such factors as the great reduction in post-war liquidity 
(resulting from the dissipation of war-time savings and the post- 
war inflationary price movements) and the reimposition of 
consumer credit controls.1 However, on the matter of the 
decline in the rate of bank lending to business, I have argued at 
length that the evidence seems clearly to indicate that this factor 
did not result from any restriction of credit by the Federal 
Reserve System and the commercial banks, but rather from a 
decline in business demand (schedule) for loans and a shift in 
business borrowing to other sources. Rather than repeat the 
evidence and argument, I refer the reader to my earlier article.* 
1 Cf. ‘“‘ The Recession,”’ pp. 6-7 and 10-11. 2 Ibid., pp. 4-6. 
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Attempts by my critics to include declines in business (fixed) 
investment and residential construction among the important 
factors responsible for the recession seem ill-fated from the outset. 
For one thing, these variables declined but nominally ($200 million 
after rising $2-6 billions in the critical middle quarters of 1948) 
as the recession began. 

What decline in tixed investment outlays in the private sector 
of the economy did occur (during 1949, after the recession was 
well under way) may be assumed to have been largely of the 
induced variety, responding to the decline in aggregate output. 
But the very fact that the recession was minor, was largely con- 
fined to inventory investment, is prima facie evidence of the 
strength underlying the demand for the vast bulk of private fixed 
investment. Thus, for example, even though residential con- 
struction fell slightly during the recession, the rent index con- 
tinued to rise at the same time. And the $1-3 billion (at annual 
rates) rise in new construction outlays by the fourth quarter of 
1949 must be accorded a place of prime importance in a listing 
of factors responsible for the ending of the recession.* 

Little comment is necessary on the relative importance of the 
decline in merchandise exports, for despite the remarks of Messrs. 
Bratt and Ondrechen, I averred earlier the wisdom of assigning 
this factor a secondary role.2, However, the fact that “ most of 
the decline in exports was in the government-financed category ” 
seems to be beside the point. Marshall Plan expenditures were 
largely made by the individual foreign countries, and it is doubtful 
whether the individual seller knew, or even cared about, the 
source of financing, so long as the cash register kept ringing. 
Once orders and sales of exported products fell, for whatever 
reason, this may be expected to have had some damping effect on 
anticipations, particularly in an atmosphere already made fretful 
by the undesired rise in inventories.* 

In conclusion, Messrs. Bratt and Ondrechen have pointed to 


1 In this connection, I want to thank Messrs. Bratt and Ondrechen for calling 
attention to my erroneous statement indicating a $1-4 billion rise in residential 
construction from 1948 to 1949. The mistake arose out of the sudden revision 
of the basis for calculating the value of this variable, a revision which passed by 
(until too late) unnoticed. Fortunately, this error did not distort the point made 
in connection with it, viz., that a surge in residential construction was important 
as a factor ending the recession. For the rise in total construction mentioned in 
the text was largely dominated by residential building activity. 

2 Cf. ‘‘ The Recession,”’ p. 2. 

3 It strains ones credulity to believe that the firms whose sales were involved 
in the $2-5 billion decline in the volume of (government-financed) merchandise 
exports during 1948 found this ‘‘ a wholesome influence.” 
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two influences which may well be added to my list of factors 
responsible for the 1948-49 recession. The first of these is the 
behavior of wholesale prices; the second is the slight fall in private 
fixed investment, particularly new construction. But for the 
reasons discussed above, these factors still impress the writer as 
subordinate to the underconsumption-type explanation adduced 
in my earlier paper. 
D. HAMBERG 


University of Maryland. 























THE CAPITAL COEFFICIENT AND THE RATE OF 
DEPRECIATION 


Ir is probable that “ A Contribution to the Theory of the 
Trade Cycle”’ by Professor Hicks will come to be regarded as 
one of the classic statements of ‘‘ Neo-Keynesian ”’ trade-cycle 
theory. It is a short book, expressly designed to give only an 
outline of the theory. A criticism that a particular factor has 
been omitted from the analysis is, therefore, only a valid criticism 
if the factor which has been omitted is of equal importance to 
one or more factors which have been included. This note is 
concerned with the failure to take sufficient account of the 
consequences of the lag between the provision and the spending 
of finance for the replacement of equipment. 

In the most simple static model, Professor Hicks makes the 
following assumptions : 


1. Income received (= output) in any period is equal 
to the net investment and consumption of that period. 
Expressed in symbols, Y, =J, +C,. Income received in 
any period is spent in the next succeeding period. 

2. Consumption in any period is a function of 
income received in the previous period. At or below the 
“ Equilibrium ” * level of income, the marginal propensity 
to save is zero. The marginal propensity to save is constant 
and positive for all income received above the equilibrium 
level. 

3. Net investment in any period is a function of the 
difference between the outputs of the two previous periods. 
If £v’s worth of equipment is required to produce most 
efficiently each £’s worth of consumption goods : 

if Y,_,>YVa_s 1, = WY... — Vu-s) 
if Y,_,<Y,n_,, negative net investment of v(Y,_. — Yn_,) 
will be undertaken if equipment to this value (at least) is 
worn out in period n —1. If less equipment than this is 
worn out, excess capacity will develop. This assumed 
relation between net investment and prior changes in output 
rests on the further assumption that entrepreneurs always 


1 But see Hicks, p. 67. 
2 “ Equilibrium,” since this level of income, if maintained, is that at which 
the economy is in the equilibrium of the stationary state. 
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try to produce at the optimum point on their long-period 
cost curves.? 

4, It is assumed that average money and real costs and 
prices are constant until ‘“‘ full employment ”’ is reached. 


The equations yielded by these assumptions are : * 
I, + C,, —_ Y,, 
I, — (Yn — | a 
C, =#H+(1—s)(Y,_, —£) 
Y = 0(¥n_1 — Ya-2) + 24+ (1 — 8)(Y,_, — £) 


The contention of this note is that the whole of any investment 
induced by an increase in output does not become part of income 
received in the current period; and the argument can best begin 
by considering the case in which income remains constant over 
a number of periods. 

For income to remain constant, the amount spent on consump- 
tion by consumers must equal the income paid out by entre- 
preneurs, and the incomes paid out by entrepreneurs must equal 
the revenue they receive. In other words the propensity to 
consume must be unity, and entrepreneurs’ total expenditure 
on production must equal total revenue. The second of these 
conditions requires elaboration. If total expenditure on pro- 
duction equals total revenue, since total revenue is assumed 
equal to total cost, total expenditure must equal total cost. 
Expenditure and cost are not the same thing. The cost to which 
revenue is equated is essentially an accounting concept. If 
there are only two factors of production, labour (which is paid at 
the end of each period) and equipment, total cost per unit is 
composed of factor cost plus depreciation. Depreciation is the 
amount which is set aside so that the equipment which is being 
currently used in production may be replaced when worn out. 
The amount which has to be set aside for this purpose is deter- 
mined by the quantity of equipment used per unit of output 
(the capital coefficient v) and the length of the working life of 
the equipment. Total cost, then, is factor cost plus depreciation. 

Total expenditure, however, equals factor cost plus gross 
investment. If, therefore, gross investment is not equal to 
depreciation, expenditure will not equal revenue, although 
revenue is equated to cost. The only case in which depreciation 
and gross investment will clearly be equal is when output has 


1 Investment other than in equipment is excluded from the most simple 


model. 
2 if yY,_,< H,s= 9. 
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been constant for a considerable time, so that in each period the 
same quantity of equipment is replaced, gross investment equals 
this replacement and replacement equals depreciation. 

If the length of life of equipment in periods when worked 
at optimum capacity is denoted by d, depreciation per unit of 
v 
Zz 
total cost per unit. When output through time is constant and 


output per period is Writing w for factor cost, , + w equals 


expenditure equals revenue, Y, = wY, + aY, ms Fe. 2. 


Consider now what happens to expenditure and cost when 
output is increasing and net investment is being undertaken. 
Suppose that output has previously been constant at EH (de- 


preciation and gross investment being 3 E) and that the marginal 


propensity to consume is unity for all levels of income. Assume 
that in period  inconie received is increased by A as the result 
of ‘‘ autonomous ”’ investment of that amount being undertaken 
in that period, and consider the consequential changes in period 
n+1. Since s = 0, output is H+ A. This can be divided 


into factor cost, w(H + A), and depreciation 5 (E + A). Gross 
investment rises by the amount of the increase in output in period 
n over the output of period » —1, multiplied by the capital 
v 


coefficient, so that it is d 


E+ vA. Total expenditure, factor 
cost plus gross investment, is w(# + A) + 5 E + vA: this may 


, 1 , - , 
be written EH + A + ra(i — 3): and is Y,_,. Income in period 
n was assumed to be H +- A, so that the increase in income in 

. ‘ I 
period n + 1 is va(i -3). 

Alternatively, the increase in income in period n + 1 may be 
shown by drawing up a table giving the difference between total 
expenditure and total cost. The increase in income is the amount 


of this difference, because total cost = total revenue, which is 
equal, if s = 0, to Y,. 


Total cost (= Total Revenue = Y,) (w “+ 3) (ZH + A) 
Total Expenditure (= Y,,, ,) 
w(H + A) +58 +vA,=EHE+A++ a(t -3) 


No. 249.—von. LXII. I 
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Total Expenditure — Total Cost (= AY,, ,) vA(1 — i): 


For the next period that table reads : 
Total Cost (= Total Revenue = Y,,, ;) 


(esate -a)}} 


Total Expenditure (= Y,,, 5) 


E+A+ vA + af -3] ok + . 7 i) | 


Total Expenditure — Total Cost (= AY,,, ») 


iid? ja +43) 


These figures do not agree with Professor Hicks’ calculations. 
According to Professor Hicks, if s = 0, 
Yang. =H+A(1 4+ 0), AY,,, = vA 
Vuis =#+ A{(l + 0?) —2], AYi, 2 = vA 
The problem may be put thus: if in period +1, new 
equipment to the value of vA is installed, why does the “ ex- 
penditure-minus-cost ’’ analysis show an increase in income for 


that period of only ra(1 — 4)? How has d _4” disappeared ”’ 


Now, 3A will be retained by entrepreneurs—and not paid out 


as disposable income—if the proper periodic depreciation charge 
is made against the new equipment. The expenditure-minus- 
cost analysis assumes that this charge is made; it appears in the 
cost line of the table, and the question therefore arises whether 
this is a proper assumption to make. 

To support the contention that the assumption is proper, 
even necessary, it must be shown that its omission leads to 
serious error. The ‘“ reduction’ in income caused by putting 
aside depreciation allowances is not limited to the period in which 
they are set aside, nor is their effect temporary, being at an end 
when they are finally spent. Depreciation allowances if retained 
by firms for any length of time before being spent on replacing 
the equipment in respect of which they are charged, affect the 
whole course of future income. 

The difference made to calculations of income created by 
inclusion of the depreciation factor can be explained by reference 
to Professor Hicks’ “‘ Middle Point.’ Professor Hicks shows ' 


oa Be 
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that with the relations defined by him between income, invest- 
ment and consumption, the possible courses of future income, 
subsequent to an initial assumed change, can be divided into a 
number of types, for which the most important distinction is 
between continued fluctuations in income which grow progres- 
sively larger in amplitude and those which gradually become 
smaller. The behaviour of these fluctuations can be defined in 
terms of v. In the static case, if v > 1, the fluctuations become 
larger, if v <1, smaller. Thus v = 1 is the “ Middle Point,” 
dividing “‘damped”’ from “explosive ”’ fluctuations. In Pro- 
fessor Hicks’ words, ‘‘ We now get an inkling of why it is that the 
point where v = 1 (the middle point) is of such importance. For 
we have now shown that the system cannot run away altogether, 
so long as v < 1,.”2 

In Professor Hicks’ analysis, if s = 0, and an initial unit 
increase in income is postulated at period n, the course of future 
income is given by the equation 


Youe=H+t+1]ltvt+u't..... + y! 
In the special case in which v = 1, there are equal increases in 
inccme in succeeding periods until full employment is reached. 


According to the expenditure-minus-cost method, the path 
taken by income when v = 1 (and s = 0) is not a straight line. 


Writing k for ( 1 — 3): the increase in income in the first few 


periods after a unit increase in income in period n are : # 
A | a +g = vk 
a, 
AY... = VE — d 


AYn,3 = Bk? — “ (vk + 1) 
AY,., =v — - (v2k? —5 + vk + 1) 


AY, = vAY,_, a. — Y;_a) 


d 

It can easily be seen that if d has a positive value less than 
infinity, and v = 1, successive increases in income will become 
smaller, and sooner or later become negative. The lower the 
value of d, the sooner the downturn will come. 

The corollary to this is that, if allowances are made for 

1p, 74, 


* I wish to acknowledge my grateful thanks for considerable assistance from 
Professor C. F. Carter in solving certain mathematical problems. 
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depreciation, the capital coefficient can be greater than unity 
without the system becoming explosive. The lower the value 
of d, the higher the possible non-explosive value of v. That it 
is extremely difficult to express the highest non-explosive value 
of v in terms of d can be seen by inspecting the series of income 
increases given immediately above. 

The conclusions suggested by this analysis are : 


1. There is no absolute value of v which can be regarded 
as the middle point. 

2. There are no combinations of values of v and d which 
will, if s = 0, cause subsequent increases in income of amount 
equal to an initial autonomous increase. 

3. The higher the value of d, the greater will be the 
income-creating effect of any given value of v.* 

4. If s > 0 (but <1), the general equation becomes 


AY, = o(1 —s)AY;_, —5(%e-s _ 


and there will be some combinations of v and d which will 

not be “completely ’ explosive,? although relative to the 

value of s, v is above the “‘ upper point.’ For example, 

v = 2,8 = 0°10, butd = 5.3 

What has been said so far applies to the effect of unspent 
depreciation allowances during the upswing phase of the cycle. 
The relation between unspent allowances and _ replacement 
expenditure actually incurred during the downswing is by no 
means so clear. Briefly, two cases, each divisible into two sub- 
cases can be distinguished. 

1. When excess capacity develops, and gross investment 
equals zero. 


> 


(a) Entrepreneurs may argue that in these circumstances 
it is not necessary to put aside any depreciation allowances. 
In this case gross investment = unspent depreciation 
allowances = 0 (no depreciation allowances effect). 


1 For a discussion of the effect on income of depreciation allowances see 
Keynes, General Theory, Ch. 8, Part IV. 

2 Professor Hicks defines (pp. 71-2) the course of income as completely 
explosive if v is so large that even when s > 0, an initial increase in income 
causes successive increases of progressively larger size. ‘There is no downturn. 

3 Whether a whole series of cycles can be regarded as damped or explosive 
depends not only on the values of s and v, but also on the assumption that the 
course of the downswing can be regarded as symmetrical with the course of the 
upswing. Under this assumption, it seems probable that if the factor d is included, 
for some values of v, s and d, (when v is not much greater than unity) completely 
explosive cycles will be converted into damped cycles. 
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(b) On the other hand, it may be argued that even when 
gross investment is zero, it is desirable to make some (even 
if reduced) current allowance. In this case the rate of 
decline in income is accelerated. 


2. When gross investment is positive (no excess capacity). 


(a) It is most probable that if allowances are made 
against the full amount of capital employed, allowances 
will be greater than replacement expenditure. If this is so 
the rate of decline in income will be accelerated. 

(6) It is possible, however, that allowances currently 
made will be reduced and be less than replacement ex- 
penditure. If this is so, the rate of decline in income will 
be arrested, and, even, as a limiting case delayed. 


Of these possibilities, 1b and 2a seem the most probable, and 
it is interesting to notice that in these (most probable) cases, 
the downswing is faster than the upswing. The limiting case 
of 2b contrasts with the usual general assumption that net 
investment becomes positive and creates income only after the 
downswing has ended and after income has been at the lower 
limit for some time. 

As has been said above, nothing definite can be stated about 
the downswing—there are too many possibilities. This note is 
primarily concerned to show that in the upswing, the setting 
aside of depreciation allowances acts as a mechanical factor 
reducing the effective value of the capital coefficient as a creator 
of income. 

R. A. D. EGERTON 

The Queen’s University, 

Belfast. 











REVIEWS 


Econometrics. By JAN TINBERGEN. (London: Allen and Un- 
win, 1951. Pp. xii + 258. 36s.) 


Econometrics. By GrruarpD Trntner. (New York: John 
Wiley (London: Chapman and Hall), 1952. Pp. xiii + 370. 
46s.) 


THOsE who attempt to teach econometrics, or to use econo- 
metric methods, will be glad of the appearance of these two 
books, for it has been difficult to know where to turn for an 
up-to-date and systematic treatment of the subject. Far too 
much has to be disinterred from the mathematical journals or 
from Econometrica, and the journal articles are often exceedingly 
obscure and ill-expressed. The result has been that a student 
with (say) two years’ mathematics behind him has needed unusual 
persistence to be able to make anything of the subject; while the 
research worker has had to cling to out-of-date methods because he 
could not face the effort needed to assimilate new and better ones. 

Furthermore, the two books are complementary and not 
competitive. The first is a revised and enlarged translation of 
Professor Tinbergen’s Dutch text of 1941. It is a first introduc- 
tion to the subject, inadequate as a guide in actual research, but 
valuable as a means of getting the main ideas and the logical 
structure of the subject into the mind of a beginner. Economic 
knowledge is presupposed, but ‘‘no more mathematics than 
some elementary secondary-school algebra and some knowledge 
of graphical presentation.”” Professor Tintner’s book, on the 
other hand, assumes for most of its chapters “‘ some familiarity 
with the elements of the calculus and mathematical statistics ”— 
which is an understatement. It is an encyclopedia, enumerating 
one by one the principal methods in use, and giving for each an 
illustration of its application. 

This might seem an ideal combination—the first book acting 
as the student’s first introduction, the second behind the scenes 
as the foundation for his teacher’s erudite lectures or as the hand- 
book to which the research worker can turn. But the two still 
leave an important gap unfilled; there is no econometric analogue 
of Kendall’s Advanced Theory of Statistics—a systematic text-book 
which not only introduces the important methods, but also sets 
them in their place with elegant proofs of the theorems required. 
Professor Tintner leaves too much unproved; his book is the 
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ideal source for the man who wants a full bag of tools, but does 
not care to know how they do their work. The fuller task would 
take more than one volume, but it needs doing if this difficult 
science is to be intelligently used. 

Professor Tinbergen first introduces the idea of putting an 
economic theory in mathematical form—the choice of the model ; 
and he then outlines a selection of the statistical methods which 
can be used to test the model. Next he gives illustrations of the 
way in which econometric methods have been used—e.g., to 
determine demand functions, elasticities of substitution, or pro- 
duction functions, or to test models of the business cycle. Finally, 
he draws on his own unrivalled knowledge to present a simple 
model of the working of the Netherlands economy, illustrating 
the use of econometric research for the determination of economic 
policy. An appendix reprints three articles on allied subjects 
(including a valuable one from Ekonomisk Tidskrift, 1947, on the 
use of correlation analysis in economic research). There follows 
a bibliography of laughable brevity, which bears eloquent witness 
to the need for the book. 

All this is presented in a style which, having regard to the 
difficulties of translation, is clear and economical; one feels that 
the writer remembered the limitations of his audience as he wrote 
each paragraph. The result is (subject to a qualification to be 
made below) a good, weli-rounded book. The trouble is that it 
stops so soon—almost before one has got far enough up the foot- 
hills to get a fair view of the mountains piled up ahead by the 
industry of the contributors to Econometrica. 

Professor Tintner’s mastery of the subject appears in every 
page—not least in the way in which he can illustrate much of it 
by reference to his own work. No one can complain of the short- 
ness of his bibliography; it is indeed difficult to find anyone 
appropriate who is omitted from his Index of Names, and he 
cannot even mention the Multiplier (p. 67) without appropriate 
references to Kahn, Keynes, Clark, Machlup and Ullmo. At first 
this addiction to footnotes is irritating, but in the later parts of 
the book it proves its merit; for here we have presented, one 
after another, the econometric methods and problems—each with 
enough explanation to give a clear mathematical formulation, 
and with those invaluable footnotes to take one to the original 
sources. 

The book is divided into three parts; the first, a non-technical 
introduction (with a little statistical theory thrown in, and some 
illustrations of the use of econometric methods); the second, an 
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introduction to multivariate analysis; and the third dealing 
with the difficult problems of time series analysis. ‘There are two 
valuable appendices, one giving elements of the theory of matrices 
and determinants, and the other some methods of numerical 
computation. Some subjects (e.g., input-output models) seem to 
get a surprisingly brief treatment; but it would be difficult to 
find anything of tested importance which is not at least mentioned. 
As a work of reference, Tintner’s book will be invaluable for many 
years to come. 

One hesitation remains, which applies to both books. The 
difficulty of econometrics often lies in the judgment required in 
using methods on data to which they are not quite suited; a 
frequent example is the use of tests of significance assuming 
normality on non-normal data. The most important lesson to be 
learnt by the budding econometrician is the need for presenting 
his results honestly, with the necessary qualifications and doubts 
attached to them. Would he, brought up on Tinbergen and 
Tintner, have this proper humility about the results of his labours ? 
It is difficult to convict either author of definite errors in the 
conclusions drawn, but I suspect that both give an impression of 
the precision and relevance of present econometric methods—and 
of their usefulness to the policy-maker—which is not really 
justified. Those of us with hunches can go on using them for a 


while yet. 
C. F. Carter 


The Queen’s University, 


Belfast. 


Conference on Business Cycles. Held under the auspices of Uni- 
versities—National Bureau Committee for Economic Re- 
search. (New York: National Bureau of Economic Re- 
search, 1951. Pp. xii + 433. $6.) 


TuIs volume contains eleven papers presented at the Conference 
on Business Cycles held in New York at the end of 1949, together 
with comments on each of the papers by those participating in the 
discussion. Most of the papers are empirical or deal with methods 
of empirical business cycle research, and they give a good cross- 
section of the work currently being done in the United States in 
this field. Considerations of space require comment to be con- 
fined to the three most substantial contributions, those of C. 
Christ, R. A. Gordon and L. R. Klein. 

The purpose of Dr. Christ’s notable paper is to revise those 
parts of Dr. Klein’s sixteen-equation econometric mode] of busi- 
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ness cycles in the United States 1921-41 which fit post-war data 
least well, and then to test the revised model by comparison with 
a further post-war year, 1948. The first part of this test is to 
investigate whether the application of the revised equations to 
1948 leads to results as close to reality as was to be expected from 
the unexplained variation in the years for which the model was 
constructed. The model survives this part of the test well. But 
the second part of the test puts the matter in a different light. 
The “ prediction ” of the model for 1948 is compared with the 
predictions that would have followed from what are dignified with 
the name of “ naive models,” to wit, first, the assumption that all 
magnitudes remain the same as in the previous year, and secondly, 
the assumption that all magnitudes change by as much and in the 
same direction as in the previous year. It is found that on the 
average over all equations the predictions of the sixteen-equation 
model are no better than those which would have resulted from 
the naive models. 

Devastating as this result may appear, it would be premature 
to conclude that either the Klein model or the simultaneous- 
equation method which it exemplifies are useless for purposes of 
prediction. A test on the basis of a single year is necessarily inde- 
cisive, and there are certain objections to Dr. Christ’s handling of 
the statistics which Dr. Klein points out in arejoinder. For these 
reasons the paper is perhaps valuable chiefly as an exercise in 
method. But most readers will probably feel none the less that it 
goes a long way to support the view expressed by Milton Fried- 
man in an accompanying comment, that the complexity of dyna- 
mic processes is too great for there to be much prospect of suc- 
cessfully reducing them to a simultaneous-equation model in the 
present state of our knowledge. 

Dr. Klein’s own contribution to the present volume is devoted 
mainly to a multiple-correlation analysis of railroad investment 
in the United States 1922-41. As is to be expected, it is a well- 
executed and clearly written specimen of this type of work, and 
deserves attention especially for the use it makes of cross-section 
data relating to individual railroads. It is uncertain, however, 
whether it will succeed in converting those who, following Keynes, 
are sceptical as to whether multiple-correlation methods of this 
type can as a rule yield any much more reliable and valuable 
results than can be inferred by mere inspection combined with a 
priori reasoning. The firmest and chief conclusion arrived at is 
that investment in railroads varied with profits, the other coeffi- 
cients in the equations being mostly subject to substantial varia- 
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tion in size and even in sign according to the number of variables 
included in the reckoning—while at the same time being not 
necessarily statistically non-significant in any particular equation. 
The results cannot therefore be said to be particularly startling. 
Doubts may be felt, moreover, about the use of the variable K 
(stock of fixed capital in track and equipment in real terms), 
which enters into almost all the equations and has an important 
bearing on the results. The author starts from the a priori sup- 
position that the higher the value of K the less will be the incen- 
tive to undertake expansion at any given level of profits, and this 
he finds to be confirmed by his calculations for the industry as a 
whole. Year-to-year variations in K are not large, and the prin- 
cipal effect of introducing it as a variable is to “explain” the 
relative stability of investment in the 1920s, when profits were 
rising but the stock of capital was rising too. (During the 1930s 
changes in K were small.) A further important point is that if K 
is not included as a variable, the coefficient attached to the rate 
of interest is found to be positive, and this Dr. Klein rejects as 
absurd. 

Now the question naturally arises whether the same reasoning 
would not require account to be taken of the growth of capital 
capacity in road transport, which undoubtedly operated to dis- 
courage investment in railways no less than did capital accumula- 
tion within the industry itself. No measure of road competition 
is included among Dr. Klein’s variables, and it would be interest- 
ing to know what would be the effect on the coefficients of the 
other variables if it had been. It is possible, of course, that Dr. 
Klein tried including some measure of road competition and 
found the result statistically unsatisfactory ; but this is not suffi- 
cient justification for ignoring it if it is agreed that a priori reason- 
ing demands its inclusion. It could be argued that the effect of 
road competition is already adequately reflected in railway profits ; 
but, on the same reckoning, so would be the effect of the pressure 
exerted by increased capacity within the industry. An attempt 
might alternatively be made to justify the introduction of K as a 
variable, unaccompanied by any measure of capacity in road 
transport, along rather different lines, as providing the corrective 
necessary to transform the figure for aggregate profits into one 
for profit rates per unit of invested capital; but this is clearly not 
what Klein has in mind, and is, moreover, subject to the objection 
that in the cross-section study the coefficient of K (in this context 
calculated for the individual railroads severally) is found to be 
much smaller and less reliable than it is in the equations relating 
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to the industry taken as a whole. This is the opposite of the re- 
sult to be expected if profit rate per unit of invested capital rather 
than aggregate profit is the relevant variable. 

To the present reviewer the most interesting of the papers is 
Professor Gordon’s on the Investment Boom of the Twenties. 


‘ 


This is an essay in the “ quantitative-historical ’’ method which 
Professor Gordon described in a noteworthy contribution to the 
1949 Proceedings number of the American Economic Review. This 
method is an eclectic one, characterised inter alia by close atten- 
tion to the cyclical experience of individual sectors of the economy. 
So great is the wealth of statistical material that unfamiliar re- 
sults can be obtained by these means even without going much 
beyond relatively well-known sources. 

Detailed criticism of Professor Gordon’s findings would be out 
of place, since his paper represents only a preliminary report on 
research still in progress. It may be hoped, however, that when 
the full results are published, Professor Gordon will make his 
theoretical presuppositions rather more explicit than he does in 
the present paper. The concepts of over-building and over- 
expansion, for example, of which he makes much use, stand in 
need of rather more precise definition, and one would like to know 
more about his views on the consumption function. In the mean- 
while, however, many interesting facts and ideas emerge. Pro- 
fessor Gordon’s tentative summing-up is that “the investment 
boom of the twenties resulted from a concentrated flowering of 
investment opportunities, created by the rapid maturing of a 
series of new industries and new services,” with the housing boom 
partly related to these and partly an independent phenomenon. 
He points out the importance of the increase in employment and 
investment in commerce and the service industries, as well as in 
the more obviously innovatory automobile and electrical industries 
and their ancillaries. The importance of construction in the inter- 
war cyclical pattern stands out anew: more than 85% of the ex- 
tent to which gross capital formation in 1936-39 fell short of its 
level in 1926-29 was accounted for by the decline in construction. 
The final upward spurt in business in 1928—29—in which inventory 
investment played a large part—is viewed by Professor Gordon as 
anomalous and in need of further study, since by that time many 
of the forces which had contributed most to the high level of in- 
vestment earlier in the decade were largely spent. 

R. C. O. MaTtTHEws 
St. John’s College, 
Cambridge. 
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Aufstitze zur Okonomischen Theorie. By J. A. ScHUMPETER. 
(Tiibigen: J.C. B. Mohr, 1952. Pp. 608. DM. 38.50.) 


THIS massive volume is the first of three in which Schumpeter’s 
two former colleagues at Bonn, Professors Spiethoff and Schneider, 
are collecting his more important shorter German writings, con- 
centrating particularly on those subjects not treated in his main 
books. Two further collections on Sociology, and on Biography 
and the History of Thought, are to follow shortly. 

The essays here, ranging in date from 1906 to 1932, are grouped 
under the six headings of The Theory of Money and Credit, Distri- 
bution, Interest, Socialism, Methodology and the Study of Econo- 
mics. Dominating the first section is the long essay on ‘‘ The Social 
Product and the Unit of Account ”’ (1917) in which so many of the 
leading ideas on monetary theory of the first half of this century 
receive one of their relatively most early and most stimulating 
presentations, for example, such ideas as “ the income approach,” 
its compatibility with the quantity approach, the process of forced 
saving, and the monetary over-investment analysis of crises. 

The three essays on Distribution are concerned with theories 
of rent, imputation and marginal productivity, which subjects, 
however, like so much else, take on fresh life and relevance through 
Schumpeter’s treatment—particularly here in his paper on “ The 
Fundamental Principle of Distribution Theory” (1916). His 
theme of the often false antithesis set up between the marginal- 
productivity analysis of distribution, and contrasted explanations 
in terms of social power, exploitation, and the like, is somewhat 
similar to that of Professor D. H. Robertson’s well-known paper 
on Wage Grumbles. Schumpeter took as his example of the 
irrelevant criticism of marginal productivity the essay of the 
revisionist-Marxist Tugan-Baranovsky on “‘ The Social Theory of 
Distribution,” with its somewhat vague appeal to the power 
factor. Schumpeter concludes that the proposition that economic 
life is determined by “ social power,” and the proposition that it is 
determined by “inevitable economic relationships” (7.e., the 
maximising formule of the marginal productivity doctrine) are 
perfectly compatible,—because the latter have little content. 

Next comes Schumpeter’s side of one of those interminable 
Bohm-Bawerkian, and often rather “‘ essentialist ’’ controversies, 
presented in his paper on “ A Dynamic Theory of Interest.”’ This 
was in answer to Boéhm-Bawerk’s criticism of the doctrine of 
interest stated in ‘The Theory of Economic Development ”’ 
(1912) to the effect that interest is ‘‘ essentially a dynamic pheno- 
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menon.” Here it must be admitted that—for one reader at any 
rate—there is a theme which even Schumpeter’s treatment has 
difficulty in fully bringing to life again, though this is probably 
more the fault of his opponent than of Schumpeter himself. But as 
an example of the intellectual character and manner of much neo- 
classical theorising and controversy, the paper retains interest. 

The two papers on Socialism are entitled ‘‘ Socialist Possibili- 
ties Today ” (1920), and “ Socialism as it is in England and as it 
is Here ” (in Austria, 1924). The former article contains many 
of the themes eventually developed in “Capitalism, Socialism 
and Democracy,” and it is tempting to quote from its typical pre- 
dictions and generalisations. The latter paper seems to attribute 
what to-day appears a somewhat excessive significance to Mac- 
donald’s first minority Labour Government of 1924, but it con- 
tains comparisons still of much interest between the Social Demo- 
cratic ideas and parties of Central Europe and the British Labour 
Party. 

Of the two methodological articles, one is on ‘‘ The Mathe- 
matical Method in Theoretical Economics,” and the second is a 
short, and, for Schumpeter, very sharp attack on a work on “ The 
Positive Method in Economics,” by the French positivist sociolo- 
gist F. Simiand. The article on “The Mathematical Method ” 
was Schumpeter’s first major article on economics, written at the 
age of twenty-two, and distinguished by the enthusiasm, wide 
learning and, above all, really independent thinking which was 
to mark his work for the next forty-four years. Vienna in 1906 
was, as it remained for long after down till the time of Professors 
Mayer and Mises, about the last stronghold not simply of non- 
but of anti-mathematical economic theorising. The one inde- 
pendent Viennese contribution to mathematical economic theory, 
in which so much of modern price theory is first precisely stated, 
was the remarkably original “ Investigations ”’ of Auspitz and 
Lieben. These had been summarily condemned for their alleged 
methodological errors by Carl Menger himself. It was certainly, 
therefore, talking out of turn for the youthful Schumpeter to urge 
the usefulness of mathematical methods of formulation and to 
pay enthusiastic tributes not only to Auspitz and Lieben, but also 
to Jevons, Walras and Edgeworth, whose work he claimed to be 
unduly neglected in Austria and Germany. 

Much of the final section is concerned with the place of econo- 
mics in the examinations for which German students are pre- 
paring. But the volume concludes with a specially interesting 
item, the last in date, in Schumpeter’s Farewell Address to the 
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Faculty at Bonn in that—for Germany and all of us—so fateful 
summer of 1932. This is a most outspoken paper, notably on the 
current political position in Germany, and it is hitherto unpub- 
lished. However, being based simply on the notes of two students, 
however trustworthy, and not revised by Schumpeter himself, 
it is doubtful how far it can be used in evidence. But it may be 
that one can glean more about Schumpeter’s central intellectual 
tenets from this document than from any other available source. 

These German volumes may be especially welcomed because 
the spirit of Schumpeter’s work, which shows up throughout, may 
be said to be the diametric counter to that which has done much 
to hamper and distract the progress of the subject, especially in 
Germany and Austria, for so many decades. 

T. W. Hutcuison 

London. 





Schumpeter, Social Scientist. Edited by Szymour E. Harris. 
(Cambridge, Mass.: Harvard University Press, 1951 (Lon- 
don: Geoffrey Cumberlege, 1952). Pp. x + 142. 25s.) 

WueEkRE will Schumpeter stand a hundred years hence in the 
longer perspective of the growth of economics? I suspect that 
in retrospect he will prove to be a more commanding figure than 
he was among his own contemporaries. For it may well turn 
out (my own view is that it will) that Schumpeter was asking the 
really important and enduring questions about the causes and 
conditions of economic development, while many of his con- 
temporaries were wrestling unnecessarily with minor issues. 

This volume reprints in more attractive and convenient 
form fifteen essays which first appeared in the Review of Economics 
and Statistics and adds five more from other sources, including 
Arthur Smithies’ memorial from the American Economic Review 
and Gottfried Haberler’s from the Quarterly Journal of Economics. 
Here a group of Schumpeter’s former colleagues and pupils, 
including, besides those mentioned, Mason, Chamberlin, Samuel- 
son, Hansen, Marget, Machlup, Stolper, Schneider, Tinbergen, 
Frisch, Sweezy, von Beckerath, describe and elaborate various 
aspects of his character and work. What is the picture that 
emerges? How does it strike one who knew Schumpeter only as 
an exciting visitor to the other Cambridge and was fascinated 
and puzzled by those all too brief appearances ? 

First, Schumpeter flowered almost unbelievably early. His 





























1953] SCHUMPETER, SOCIAL SCIENTIST 127 





life’s work was devoted to the elaboration and verification of a 
system of economics which he had matured in all its real essentials 
before the age of thirty. While the various contributors to this 
volume seek far-fetched explanations of his disregard of their own 
or other’s theories, the simple truth is surely that he accepted 
other men’s ideas as ornament to his own structure but not as 
fundamental modifications of it. 

Second, while he loved to play with other men’s intellectual 
problems, he was secretive about his own. He enjoyed mathe- 
matics and econometrics in reason. But a reader is left with the 
strong feeling that Schumpeter, like Keynes, saw his solution 
intuitively, and then went on to verify it with the aid of logic, 
with statistics or with history. He did not feel that need for 
the help of others in making the first, intuitive, leap. But he 
used others in the process of verification. 

Third, he was dominated by one great problem : the problem 
of what makes an economy develop. He measured good or bad 
wholly by that. His picture of the trade cycle grew out of his 
picture of the expanding economy. His sympathies were with 
the economists who asked themselves his questions. He had 
little or no sympathy with those economists who started with 
static assumptions, and I am left with the impression that he 
not only underrated but also misunderstood Marshall and the 
limited extent of Marshall’s dependence on such purely static 
assumptions. His own intellectual debt was greatest in many 
respects to Marx. For in their different ways they were both 
concerned with the same issues. And Schumpeter knew his 
Marx in a way that few of his generation, or for that matter of 
later generations, have done. He lived in Vienna among a group 
of socialists, including Bauer and Hilferding, who were soaked in 
their Marx. It is a curious paradox that this champion of 
democratic liberalism should have his roots so deeply in the same 
intellectual soil as the champion of Communism. It is a pity 
that Professor Harris did not persuade Paul Sweezy to give us 
an essay on Marx as an influence on Schumpeter’s thought. It 
would have filled a real gap in this volume. 

But it would be as wrong to exaggerate as to underestimate 
that influence. Arthur Smithies and Gottfried Haberler between 
them give us a lively picture of Schumpeter’s background and 
upbringing. Son of a textile manufacturer who died when he 
was four. Brought up as an aristocrat when his mother re- 
married the officer commanding all the Austrian troops in Vienna. 
A period as fashionable man-about-town in the London of 1907, 
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culminating in his first unhappy marriage to an English girl. A 
year or so practising law in Egypt. Then his first post as Pro- 
fessor in Czernowitz, followed by a transfer three years later to 
Graz, where he remained in name at least until 1921. His brief 
unsuccessful foray into politics, with some six months of impossible 
responsibilities as non-political Minister of Finance in the first 
socialist government of Austria. An equally unhappy period in 
business. Then in 1924 a return to academic work with the 
offer of the chair at Bonn, and his final move to Harvard in 1932. 
One of the powerful influences in Schumpeter’s life was the 
collapse of the world in which he had been brought up, of the 
culture in which he had flowered, of the values by which he had 
reckoned good and bad. Schumpeter transplanted badly. And 
after his second transplanting, to America, it was many years 
before his roots were down and he began to flower again. And 
this affected his economics. Where others, whose worlds had 
survived, found their solutions partly in nationalistic or socialistic 
terms, Schumpeter, the nation-less wanderer, found his solution 
in a vigorous and boundary-leaping individualism. 

It was Schumpeter’s misfortune that two wars not only 
destroyed his cultural world but also robbed him of his just 
intellectual rewards. The Theory of Economic Development 
appeared in 1912. Until 1919 there was little chance for it to 
impinge on a greater world: and by 1919 that greater world was 
concerned, perhaps over-much, with more immediate and more 
pedestrian problems. Business Cycles appeared in the summer 
of 1939, and once again by the time that most potential European 
readers had returned to their books, the problems with which 
they were wrestling were too often new and different problems. 
I suspect that outside of Harvard, that book has as yet scarcely 
begun to exercise its full influence. 

It is perhaps inevitable that various contributors have asked 
them: elves how Schumpeter and Keynes affected each other’s 
thought. For they were almost exact contemporaries, and in 
many ways had much in common. Arthur Smithies devotes 
a full essay to this question, and several others find it an absorbing 
issue. The frank answer is that in both cases their thinking almost 
completely passed the other by. Arthur Smithies finds the 
explanation of Schumpeter’s extreme antipathy to Keynes’s 
thinking in his opinion “that Keynes’s influence exacerbated 
anti-capitalist attitudes and fostered anti-capitalist policies.” 
Keynes, it would seem clear, made little use of Schumpeter’s 
early work, and I would fear that until the appearance of Pro- 
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fessor Opie’s translation in 1934 (when the essentials of the 
General Theory had already been formulated) Schumpeter’s work 
was far less well known in England than it deserved to be. I will 
admit to great surprise at the violence of Schumpeter’s antipathy 
as here recorded. I saw them together on occasion in England, 
and there can be no doubt of the interest that Schumpeter always 
took in the various stages of development of Keynes’s ideas as 
we described them to him. 

But would it really have been better if these two great men 
had been condemned to run an intellectual three-legged race ? 
Each has given us his own vision of the economic system. There 
will always be the pedants to tell us that neither of them, but some 
forgotten nonentity, was the first to mention a point of hitherto 
unrealised importance. There will always be the little men to 
make synthetic intellectual mixtures out of the immiscible 
ingredients that the great men have given us. Is it not better 
to be content with the new impetus that Schumpeter has given 
to all our thinking, and not fill ourselves with regrets that some- 
thing may still remain for others to do ? 

Austin RoBINnson 
Sidney Sussex College, 
Cambridge. 


Committee Decisions with Complementary Valuation. By Duncan 
Buiack and R. A. Newrne. (London: William Hodge, 1952. 
Pp. vii + 59. 10s. 6d.) 

In society many decisions are taken not by individuals but 
collectively by groups, for example the members of an electorate 
or a committee; yet the preferences of individuals for particular 
courses of action or particular candidates remain as the raw 
material from which these decisions are derived. It is clear from 
a type of literature which has developed in the last few years 
that in the transition from private to public choice lies a happy 
hunting ground for those seeking logical problems. In a recently 
published book, for example, Professor Arrow has inquired 
whether any method of transition can be devised which will 
satisfy certain ideal conditions, while in a series of papers published 
since 1948 Mr. Black has dealt with the relation of social to 
private choice under certain special assumptions. The present 
work appears to be intended as a contribution in the same broad 
direction as Mr. Black’s earlier papers. 


The work is divided into four sections. In Section 1 it is 
No. 249.—voL. LXII. K 
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assumed that we are dealing with a committee of three persons 
which has to choose one of a set of motions (or amendments) on 
the same subject and which reaches its decisions by simple majority 
Foti In practice it is envisaged that it would vote on them a 
pa, °t a time, the winner of any round continuing to be put 
against other motions until it is either defeated or finally emerges 
as the decision of the committee. It is assumed that as each 
new motion appears it finds a definite rank in the scale of a 
member’s valuations and that he votes in accordance with his 
rankings. The authors proceed to furnish a diagrammatic 
apparatus for deriving the majority decision, if there is one, from 
the three complete sets of rankings, and to stipulate the necessary 
and sufficient conditions for such a majority decision to exist. 

The tenor of this section, indeed of the whole book, may 
become clearer from a simple illustration. Suppose the three 
members have to choose one of three motions, A, B and C. If 
they rank the motions respectively in the order ABC, BCA and 
CAB, it is clear from inspection that a majority decision is 
impossible: A will beat B, but will lose to C, while C will lose 
to B, all by majorities of two to one. An impasse is reached. 
On the other hand, if the rankings were ABC, BCA and CBA, B 
would clearly be the majority decision, beating both A and C 
by two to one. In simple specific cases like these inspection of 
rankings will suffice to tell us whether there is a winning motion, 
and, if so, which it is. But the diagrams give a general solution 
which is applicable to any number of motions. Separate con- 
structions are in fact provided for the case where the number of 
motions is finite and the case where it is infinite. 

In Section 2 the discussion is extended to ‘‘ complementary 
valuation.” It is now assumed that each motion is valued on 
two aspects. Thus if one part of each of a series of motions 
specified Naval expenditure, the other part Army expenditure, a 
members’ valuation of any motion will depend on the combination 
of the two amounts it specifies. For picking the majority decision 
the technique of Section 1 is shown to be applicable where the 
number of motions is finite. For the case where it is infinite an 
ingenious construction using indifference surfaces is provided. 

In Section 3 it is assumed that the committee is reaching 
decisions on two different topics alternately. When a decision 
has been reached on topic A the members are thought of as 
putting forward proposals about topic B on the assumption that 
the A decision will hold good. After a B decision has been reached 
by majority voting they make new proposals about A on the 
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assumption that this B decision will hold good; and soon. The 
object of the section is to discover from the three members’ 
preference surfaces for combinations of A and B “ positions of 
stable equilibrium,” 7.e., decisions about A and B which once 
made will not be departed from. Again constructions are given 
for both the finite and the infinite cases, that for the infinite case 
employing a most original combination of preference surfaces and 
cobweb diagrams. The argument of this section is shown to 
hold good for committees of any size. 

The fourth section is a purely technical addendum. It is 
shown that the diagrammatic results do not depend on the units 
of measurement used. 

The book is very lucidly written and, though technical, 
should be intelligible to anyone acquainted with indifference 
surfaces and elementary calculus. A little more might perhaps 
have been said about the empirical assumptions which are made 
here and there about the nature of individual preferences. For 
example, in the part of Section 1 dealing with an infinite series 
of motions it appears to be assumed that all three members will 
allot neighbouring or equal ranks to motions neighbouring in the 
series. This assumption may be reasonable, but it seems to merit 
discussion. 

The book is to be commended as a highly ingenious essay in 
topology, but it can scarcely be regarded as more. The construc- 
tions do not lead to any results which can be interpreted in words : 
no new propositions emerge about the general relations between 
private and social choice except at an inescapably mathematical 
level of abstraction. Mathematical niceties apart, the results are 
barren. 

It may be worth remarking that in practice preferences are 
not only elicited in the course of committee proceedings but are 
also often changed. ‘To assume consumers’ tastes do not change, 
as we do in demand theory, is one thing; to assume assessments 
of various courses of action remain fixed during a session devoted 
to mutual enlightenment and persuasion is another. Thus the 
basic assumption of consistent behaviour in accordance with a 
given preference scale is less “realistic”? here than in other 
contexts. It would be invidious to quibble about the assump- 
tions, however, when one is scarcely tempted to invite the authors 
to make any new ones. 

L. J. RICHENBERG 
Jesus College, 
Oxford. 
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L’ Interaction des Marchés : La Liaison Horizontale. By Marcet 
F.Capet. (Paris: Armand Colin, 1952. Pp. 6 + 203.) 


Tuis volume is the third in a series of Studies and Memoirs to 
be published under the auspices of the Centre d’ Etudes Economiques 
founded in 1951 as an organisation to promote economic research 
in France. The author’s object in this study is to provide a 
unified exposition of ‘‘ the horizontal interdependence of markets.” 

A distinction is first drawn between vertical relations between 
markets—those that arise because one good is used in the produc- 
tion of another at a later stage—and horizontal relations which 
arise at the same stage in the economic process. The first part of 
the book deals with the static aspects of interdependence, and has 
for its subject matter a familiar introduction to marginal analysis. 
A chapter each is devoted to the consumer and the producer, and 
the notions of substitution and complementarity are carefully 
explained at length and suitably qualified. A third chapter deals 
with the different definitions of substitutes and complements. 

The second part of the book gives an exposition of the theory 
of market mechanisms and price formation. There is a concise 
and useful exposition of the theories of monopoly, duopoly, mono- 
polistic competition and the like, which leads to some general but 
not very useful remarks on interdependence. A final chapter 
mentions some dynamic aspects of price formation. 

A feature of this book is its numerous (but not always relevant) 
references to recent work in the journals. The chapter on the 
theory of the consumer in the first part is probably the best in the 
book on account of its references to the substantial number of 
empirical investigations carried out in the last twenty years. In 
the opinion of the reviewer the book would have been improved by 
giving more detailed accounts of these investigations at the 
expense of the lengthy theoretical analysis elsewhere. There are 
a number of misprints, especially in the extensive bibliography; 
the argument in the note on p. 47 is particularly confusing on this 
count. 

The book may be recommended to final-year students interested 
in advanced economic theory from the Ricardo effect to the 
problem of integrability. 

S. J. Prats 
Department of Applied Economics, 
University of Cambridge. 
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Principles of Private and Public Planning. By WitHELM KEIL- 
HAU. (London: Allen and Unwin, 1951. Pp. 272. 16s.) 


WE are all, it seems, “in happy ignorance of the essential 
fact that all economy is planned ” (p. 201). This is the key to 
Professor Keilhau’s book. If only people fully realised that 
capitalism is not chaos, they would be less easily seduced by 
central planners. 

That we fail to understand this is partly because economists 
have neglected the fundamental principles of economic planning. 
This is put down to the influence of philosophic determinism on 
Ricardians, Marxists and Psychologists; while Adam Smith 
is excused on the ground that he must have thought it all too 
self-evident to be worth saying. 

Part I, then, is supposed to be concerned with the principles of 
private planning. It consists of a jumble of the old-fashioned 
classificatory kind of psychology, a bit of logic and philosophy, 
and some rather obscure unorthodox economics. The excursions 
into logic and philosophy are not very happy. Professor Keilhau 
bravely attacks the problem of universals. His solution bears a 
rather striking resemblance to that of Locke (“this abstract 
image is our conception of hunger, of hunger as an abstract and 
general idea,”’ p. 29); Berkeley’s famous refutation of Locke is 
ignored. Not untypical gleanings from logic and “ psychology ” 
are “‘ when the naked quantities of two and two are added together, 
the result is bound to be the naked quantity of four everywhere 
in the universe” (p. 37), and ‘‘ human actions are either un- 
conscious, subconscious, half conscious or conscious ” (p. 22). In 
economics, we learn of the ‘‘ minimum law,” expounded as 
follows in the chapter on ‘Capitalism as an Instrument for 
Economic Planning”: “If the execution of an economic plan 
requires contributions from a number of factors, and those factors 
can be combined in a suitable way, the result will, quantitatively 
expressed, be dependent on that factor whose contributions are 
comparatively most restricted.” 

If Part I can be said to be about any one thing, it is about 
words. Professor Keilhau has a passion for definition. Instead 
of “ before ” we are told to say “‘ in pretime to ” and similarly for 
“after.” Chapter IV yields ‘‘ Economic are planned activities 
which create, promote, acquire, preserve, or secure future useful- 
ness as well as planned activities which enable human beings to do 
economic work or to do it better than before, and planned 
activities which organise, protect, support, or assist other economic 
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activities’ (p. 42). I take this to mean that it is not an 
‘‘ essential fact’ that all economy is planned, but a matter of 
definition, Keilhau’s definition. Our ignorance is happy indeed, 
but not after all surprising. Definition, however, reaches a 
climax in Ch. VII, where no fewer than twenty different variants 
of “‘ value ” are pinned down. For better or for worse few survive 
the operation. 

Part II on “ Principles and Systems of Public Planning ”’ is 
easier to describe. It is primarily an attack on “ national 
capitalism,”’ a term used to refer roughly to the 1945-50 economic 
systems of the United Kingdom, Norway and Sweden. After 
quite good introductory discussions of socialism, communism, 
fascism, naziism and liberal ideology, Professor Keilhau rapidly 
descends to travesty when describing ‘“ national capitalism.” 

National capitalism is linked with mercantilism by the curious 
statement that “ the original as well as the most conspicuous aim 
of national capitalism is to adjust an adverse balance of payments 
or to better a positive one ”’ (p. 202). Is it not odd to argue that 
because, first, the most conspicuous problem facing countries like 
England or Norway is an adverse balance of payments, and, 
secondly, these countries have somewhat similar systems (dubbed 
*‘ national capitalism ”’ by Keilhau), improving foreign balances is 
the aim of such systems? The more plausible claim that these 
difficulties have arisen partly because full employment has been 
overinsured is not mentioned (because of course ‘“‘ even a more 
liberalistic government may adopt a policy aiming at procuring 
full-employment”’ (p. 216)). The logic is here strained for the 
obvious purpose of classifying ourselves, and Norway, as mercan- 
tilists; which, he thinks, will hurt. Yet in his ‘‘ Final Remarks,” 
Keilhau admits that “‘ military economy was dominant in the war 
years, and left the democratic countries east of the Atlantic in a 
state which more or less prevented a speedy return to a more 
liberalistic system with decentralised planning ” (p. 268). But 
why not integrate these conflicting final remarks with the main 
argument ? 

Professor Keilhau was president of the Norwegian delegation 
at the Bretton Woods conference. Yet he can argue that they 
agreed in condemning the whole policy of varying monetary 
parities as a means of maintaining internal price stability. Was 
there not something about “‘ fundamental disequilibria ” which 
might justify changes of parity? It is added that “ Article I in 
the agreement of the International Monetary Fund states that one 
of the main purposes of the Fund is to ‘ promote exchange 
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stability, to maintain orderly exchange arrangements among 
members, and to avoid competitive exchange depreciation.’ It 
should be stressed that no one more heartily agreed in this state- 
ment of purpose than . . . Lord Keynes. Nobody should there- 
fore any longer refer to his authority when they try to defend the 
combination of stabilised internal prices and varying monetary 
parities.” Is this not rather a mischievous non-sequitur ? 
I. M. D. Litre 
Trinity College, 
Oxford. 


Handbuch zur Geschichte der Volkswirtschaftslehre. By WaA.TER 
BRAEVER. (Frankfurt am Main: Vittorio Klostermann, 
1952. Pp. 224.) 

TuHIs is quite a useful and at the same time a very unscholarly 
book. It purposes to give in tabloid form a biography, the 
essential doctrines and a list of publications of all writers who 
have made important contributions to the theory of political 
economy from Hesiod to Répke. Each of these sketches is com- 
plemented by a copious bibliography, concerning the author and 
his works; the more important items being marked by asterisks. 
These catalogues non-raisonnés form the useful part of a book 
which is a combination of a Who was Who in political economy 
and a bibliography. It is rightly limited to the dead, though it 
contains a few names of living authors who, with the obvious 
exception of Pigou, seem to be quite arbitrarily chosen. The 
work is divided in three parts comprising thirteen groups, 
arranged in accordance with historical, regional or methodo- 
logical tenets, though some of them are mere hotch-potch. Even 
within a particular group there is no sense of order or sequence. 
The one dedicated to “‘ The Forerunners of the Physiocrats and 
Mercantilists outside Germany,” for example, starts with Sully 
(1560-1641) and is followed much later by Thomas Morus (1478— 
1535), who, the author observes, must not be mixed up with the 
Irish national poet Tom Moore (1779-1852). After Locke come 
not only Hume, but also Sir William Temple and Sir William 
Petty. The sub-section dealing with Mercantilism proper does not 
include Thomas Mun or Sir Josiah Child; they appear among its 
forerunners, and even Colbert gets only a passing mention in it. 

This lack of order and insight is made worse by omissions. 
Not only Colbert, but also Machievelli, Bacon, Bentham, Carey, 
Henry George and Bakunin are considered not worthy of a 
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separate article; nor are Fullarton or Thornton. William Play- 
fair is accorded half a laudatory page, and Senior gets two lines 
and a half. With the exception of John Bates Clark and Irving 
Fisher, American authors such as Alexander Hamilton and Charles 
Jared Ingersoll, to whom List owed a great deal, are conspicuous 
by their absence. Neither Wesley Mitchell, nor Taussig, nor 
Richard Ely, who might be called the grandfather of the New 
Deal, nor Thorstein Veblen are included. In France, neither 
George Sorel nor George Valois, the economist of the Action 
Francaise, are even hinted at. In Germany, Max Weber, whose 
influence for good and bad is very great, is ignored. One could 
write a voluminous essay on those left out. 

The biographies are generally scanty, giving only dates of 
birth and death, and the summaries of each author’s contribution 
to economic theory are sometimes quite inane. Important and 
unimportant authors get about the same space; Quesnay is the 
only one to whom almost a full page is allotted. Of Senior, all 
we are told in two and a half lines, is ‘‘ that he was commissioned 
by the textile manufacturers of Manchester to try and prevent the 
bill for reducing the working day to ten hours from becoming 
law.” 

The author has evidently taken some trouble in collecting and 
abbreviating information available in histories of economic 
theory, text-books and all sorts of encyclopaedias. His compila- 
tion of bibliographies concerning the authors enumerated is 
valuable. But his hope, that one will be able to pick an author’s 
essential teachings from the extracts quoted by him, is unfounded. 
He should have looked up Luigi Cossa’s Introduzione allo Studio 
dell?’ Economia Politica before starting on this type of work, and 
used it as a model to be imitated and amplified. 

M. J. Bonn 
London. 


The House of Baring in American Trade and Finance. By R. W. 
Hipy. (Cambridge, Mass: MHarvard University Press 
(London: Geoffrey Cumberlege), 1949. Pp. xxiv + 631. 
61s.) 

Tuts book is one of the series of Harvard Studies in Business 
History, edited by Professors N. S. B. Gras and Henrietta M. 
Larson. The author’s “ main source of information about the 
Barings has been the Baring Papers in the Public Archives of 
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Canada. . . . Since the business of the Barings prior to the 1850s 
was mainly with the United States and not the Canadian pro- 
vinces, the bulk of these early papers is connected with the 
business and Government of the former country” (p. xxi). 
But he has supplemented these records with research into other 
available sources on both sides of the Atlantic. 

The first three chapters of the book are given to a preliminary 
account of the early history of the House of Baring and the per- 
sonalities concerned in it. The more detailed story begins in 
1828. It is built up on the actual transactions and illustrated 
from the correspondence with the numerous merchants and 
bankers with whom the firm had business relations. The notes 
and references appended to the 480 pages of narrative run to 
130 pages. 

The author has made good use of his material, and the story 
he has to tell is full of interest. He has much to say of the credit 
machinery that was being evolved. The typical acceptance 
credit, granted to a purchaser of goods and enabling importers in 
America to settle by means of sterling bills drawn by the exporters, 
was already familiar. But in those days of slow communications, 
exports were often sent “‘on consignment ”’: the purchaser was 
to be found only after arrival in the country of sale, and perhaps 
even the country of sale was only to be determined after the 
arrival of the goods in England, the consignment being perhaps 
“to Cowes and a market ” (p. 82). There was no purchaser for 
the exporter to draw on, and the credit was granted to the exporter 
himself. Much of the business of the highly efficient agent, 
Thomas Wren Ward, who served the Barings in Boston, consisted 
in arranging these advances on American exports in the form of 
bills drawn by exporters on Barings. Dr. Hidy might have 
added to the value of his book if he had been somewhat more 
explicit as to the nature of the credits which form the subject of 
innumerable specific transactions. It is not always possible to 
say whether the credit is granted to an exporter or to an importer 
and, if to the latter, who is to draw the bill. And a little more 
explanation would sometimes have been welcome. Readers 
cannot be assumed all to know that the rate of exchange was 
quoted in the form of dollars to £22 10s., with parity after 1834 
of 1093. And what is the significance of a table which adds 
“acceptances ”’ to “‘ overdues (including old debts)” to arrive 
at the total “‘ outstanding obligations of the Barings ”’ (p. 254) ? 

An interesting side of Dr. Hidy’s subject is the business in 
American securities. Credits were opened with correspondent 
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bankers for dealings in exchange, and a great part of the business 
consisted in bills drawn from the United States on Barings to be 
met out of the proceeds of American securities sent for sale in 
London. Barings might purchase the securities and then sell 
them on their own account, or might act as agents in selling them. 
We are told, however, very little about the actual arrangements 
for sale, and nothing about the relations of Barings to the Stock 
Exchange (to which there is only one casual reference, p. 129). 

Dr. Hidy has provided us with a very valuable account of the 
policy of Barings throughout his period (1828-61), particularly of 
their prudence in face of the big fluctuations in the state of credit 
and the repeated crises in the thirties. It is interesting to find 
(p. 217) Barings in 1837 participating in the guarantees which 
tided over the embarrassed acceptors of American bills (Timothy 
Wiggin and others), making a precedent for the joint guarantee 
which rescued Barings themselves from failure in 1890. And 
some details not previously available are given of the credits 
raised in 1839 in Paris through the instrumentality of Barings in 
favour of the Bank of England (pp. 275-6). Much of the success 
and the resulting power of Barings depended on their judgment of 
persons. In this the knowledge and perspicacity of the partners 
in London were well supported by their agent, Ward, in America. 

They prescribed rules for themselves, not strictly without 
exceptions. A client must not have a second account with 
another London merchant banker. They held bills receivable till 
maturity, and never rediscounted. At moments of crisis they did 
occasionally borrow from Overend and Gurney, but avoided using 
bills as collateral. 

Barings were gravely troubled by the American State defaults 
and repudiations which began in 1841, not so much on account of 
the threatened loss to themselves as of the shock to American 
credit. Dr. Hidy gives a detailed account of their contribution to 
the campaign which eventuated in the resumption of payment and 
the discharge of their obligations by Pennsylvania, Maryland and 
Illinois. Partial success was also achieved in Louisiana. In the 
States which finally adhered to repudiation Barings had very little 
direct interest. 

Dr. Hidy carries his history down to the crisis of 1857 and the 
outbreak of the Civil War in 1861. It is of interest to learn that 
in December 1860 ‘‘ Thomas Baring received from Lord John 
Russell a polite negative to his suggestion that the British Govern- 
ment should act as mediator in the quarrel between North and 
South.” 
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The opening up of the records of one of the great merchant 
banking houses offers a great opportunity for the economic 
historian, and Dr. Hidy has made very good use of it. 

R. G. HAWTREY 

London. 


The Sterling Area. By A. R. Conan. (London: Macmillan, 
1952. Pp.v +192. 16s.) 


Tuts book is a notable study of a subject which has been 
(surprisingly) neglected, and provides a valuable groundwork for 
discussions of sterling area problems and policies. It sets out to 
be “a factual study of the sterling area,” not to discuss the 
many important questions which may (and should) be asked 
about the nature of the area and the directions in which it should 
evolve. It collates the essential data upon the balances of pay- 
ments in the sterling countries and sets them out in a manner which 
displays clearly the most important changes that have occurred. 

Detailed balance of payments figures for the post-war period 
are given for each of the independent sterling countries ; similarly 
detailed data for some of the more important individual colonies 
would have been useful, in view of their strategic position in the 
fight for solvency of the area asa whole. In the absence of official 
balance of payments figures for the colonial territories, Mr. Conan 
has been abliged to make his own estimates, which he has done 
by totalling the published trade figures for the whole group and 
adding to them his own guesses of invisible transactions for 
the whole group. But the experience of individual colonies has 
been widely different from the average of them all, and cannot be 
judged without individual balance of payments estimates. It 
is a pity (for which Mr. Conan is in no way to blame) that a 
certain amount of obscurity is inevitable unless one is prepared for 
bold guesswork. For the trade figures alone are no sufficient 
indication of what has happened. 

It is pointed out that the releases of sterling balances to 
sterling countries in the East during the years 1946-49 cannot be 
held responsible for the United Kingdom’s surplus with the rest 
of the area during those years. Mr. Conan shows that the United 
Kingdom’s trade surpluses in these years were incurred mainly 
with sterling countries other than those in the East. But it does 
not seem quite true to state (as he does) that during the years 
1947-49 the trade of the United Kingdom with the countries in 
question (India, Pakistan and Ceylon) “‘on the whole nearly 
balanced.” The figures given by Mr. Conan are those in the 
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United Kingdom trade returns, which value imports “ c.i.f.”’ and 
therefore underestimate any visible surplus; had he taken the 
figures given in the trade returns of the overseas countries con- 
cerned, the visible balance would have been more in the United 
Kingdom’s favour (taking the three years as a whole) : if a visible 
balance is struck by taking the (f.o.b.) figures given for exports 
by each country the balance runs strongly in favour of the United 
Kingdom. It seems likely that the charges for freight and in- 
surance upon this trade would accrue predominantly to the 
United Kingdom. And such evidence as is available about other 
invisible transactions makes it appear likely that the total current- 
account balance would show an even larger surplus in favour of 
the United Kingdom in her transactions with these countries. 

But even this figure would be only a fraction of the total 
releases of sterling balances to these countries during these years, 
and Mr. Conan is right to stress that a large part of them were 
used to pay for goods from other overseas sterling countries and 
from outside the area. But this does not alter the fact that the 
releases were responsible for rather more of the United Kingdom’s 
surplus with the rest of the area than Mr. Conan seems willing to 
attribute to them: for, so far as they were used to buy goods 
from other overseas sterling countries, they led to increases in 
these other members’ sterling balances and ultimately, therefore, 
in their demands for United Kingdom exports. 

Some exaggerated statements made in recent years about the 
loss of United Kingdom investments during the war are here con- 
troverted effectively. The annual net investment income of the 
United Kingdom (in money terms) has not been much smaller 
than before the war, and that from shipping has been larger. 
The invisible item most responsible for adverse changes has been 
Government overseas expenditure. The main causes of the 
deterioration in the United Kingdom’s position have, then, been 
the fall in the value of money and the adverse turn of the terms of 
trade. Similar factors have caused important changes in the 
debtor—creditor positions of the individual sterling countries; 
as the United Kingdom has reduced her creditor status the over- 
seas members have reduced their net debtor positions. Esti- 
mates are given of the United Kingdom’s overseas investments, 
which constitute an interesting supplement to the figures pub- 
lished by the Bank of England; Mr. Conan’s figures attempt to 
cover a wider field than those of the Bank and to estimate market 
values (as compared with nominal values given in the Bank of 
England figures). The conclusion reached is that, though the 
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United Kingdom is on balance a net debtor to the rest of the 
world, the consequent net payments of interest should not prove 
unduly burdensome to her economy. 

The chapter devoted to exchange-rate problems summarises 
the main motives for the exchange-rate adjustments made by 
different sterling countries in recent years; the comparisons of 
the policies of different members are illuminating and throw light 
on the nature of the trade bonds holding the sterling system 
together. 

The mechanism of control of the sterling area is considered in 
some detail; like the other chapters of the book, this section 
collates material from diverse sources which it is helpful to have 
in one place and in a more widely available form than the official 
sources from which it is derived. Mr. Conan shows the unsatis- 
factory nature of the attempts so far (that is, up to 1951) made to 
co-ordinate the policies of the sterling area countries. Although 
he does not make suggestions for improving the system, he has 
done a service by emphasising the need to find solutions and to 
increase the general awareness of the problems involved. To this 
latter task his book is a valuable contribution. 

J. O. N. PERKINS 
Cambridge. 


Money and Employment in Ireland. By Lawrence Hooper. 
(Dublin: C. J. Fallon, 1952. Pp. xii + 159. 10s. 6d.) 


TuIs is a most ingenious book (although the reader must be 
warned that it deals, not with Ireland, but with the Irish Republic). 
Roughly half the work is taken up with the construction of fifteen 
hypothetical models of successive degrees of complexity, and the 
rest with the application of these models to recent statistical 
material relating to the Irish Republic. 

As a dogmatic and logical exercise it is excellent, but, when one 
brings it into relation with reality, doubts creep in. To begin 
with a small point, it seems to over-emphasise the peculiarities 
(from a Keynesian point of view) of the Republic’s economy— 
in fact, on every score mentioned, it is the Keynes—Hansen economy 
which is peculiar (in its possession of a centralised, effective and 
exclusive monetary control), and the Republic’s economy is only 
one of a class which was always numerous and is now being made 
much more numerous by the current disintegration of the free 
world’s economic organisation. The two essential peculiarities 
of the Republic’s position are, first, that its government funds, 
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banks and private residents possess large reserves of sterling 
securities, arising largely from the luck of two World Wars; and 
second that economic disintegration has not yet shut it out com- 
pletely from the larger market of which it previously formed a 
small but important part. 

In spite of the author’s early disclaimer, the book is in effect 
a plea for the liquidation, by the technique of Exchequer borrow- 
ing from the banks, of whatever portion of these “ Foreign ” 
assets may be necessary, in order to induce “ full employment ” 
in the Republic and stop emigration (pp. 67-70). Within the 
limits of a somewhat naively optimistic Keynesian orthodoxy 
(e.g., “‘ most countries now make full employment the primary 
aim of their economic policies which in general are based on the 
Keynesian analysis and which in general are successful,” p. 3), 
which may be excused by the fact that the work was completed 
in September 1950, the structure is sound and the analysis of the 
existing economic structure of the Republic acute and valuable. 

It is when one reflects on what is omitted or glossed over that 
one begins to feel doubts about the easy way out. No doubt 
everybody in the neighbourhood can have a good and exhilarating 
time while somebody’s accumulated assets are being blued, but— 
What about the servicing of the increasing burden of public debt 
(since “‘ public works ” do not necessarily produce either the re- 
quisite public or private income)? Is not the probability of local 
inflation underestimated, in view of our recent experience ? 
What answer is there to the loss of import-purchasing power re- 
presented by every liquidation of “foreign” assets, particularly 
if accompanied by an internal inflation of wage-costs, as recent 
experience exemplifies? Is the expressed faith in the operation 
of the “ multiplier” too simple, especially in view of the Re- 
publican peculiarities which are stressed? Would it be easy to 
induce the present holders of “ foreign assets, who hold them for 
good reasons of their own, to substitute therefore ad lib. securities 
of the Republican government? If not, what then? Does it 
follow that the achievement of “full employment ”’ in the Re- 
public would check emigration ? 

It is one of the merits of the book that, while its strict though 
limited apparatus leads to one deceptively simple prescription of 
policy, the presence of more subtle problems is always apparent. 

G. A. Duncan 
Trinity College, 
Dublin. 
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Monetary Theory and Public Policy. By K. K. Kurinara. 
(London: Allen and Unwin, 1951. Pp. xiv + 393. 30s.) 


Dr. KURIHARA says in his Preface that “‘ this volume is an 
attempt to present in systematic form the latest developments in 
monetary theory and the implications of such developments for 
public policy ”’; and that “ it also attempts to fill the gap between 
the esoteric literature and the standard text.” The term 
“monetary ”’ is used in its wider sense, and most of the book is 
devoted to an exposition of Keynesian economics and to a dis- 
cussion of the ways in which inflation and deflation can be 
avoided or controlled. Part I contains a chapter on the quantity 
theory, another on “the creation and destruction of money ”’ 
and two chapters on inflation. Part II, which takes up about half 
the book, gives an account of the theory of interest and the theory 
of effective demand, and goes on to discuss the problems of 
devising and putting into practice a full-employment policy. 
In the last section we are taken on a rapid conducted tour of the 
gold standard, the purchasing-power-parity theory, variable 
exchange rates and the effects of devaluation, the Fund and the 
Bank, and some aspects of long-term foreign investment. 

In general, Dr. Kurihara is lucid and straightforward when 
presenting theoretical arguments, and in dealing with issues of 
policy he is admirably fair-minded and detailed. In spite of 
these great virtues, however, the book as a whole is rather dis- 
appointing. Perhaps its most obvious defect is that the order in 
which the earlier chapters are placed is quite inexplicably per- 
verse. Although (to quote again from the Preface) “ inflation is 
discussed in terms of modern monetary theory rather than in 
terms of the traditional quantity theory,” the two chapters on 
inflation precede the chapters on the theory of income determina- 
tion. The “inflationary gap” is defined at the beginning of 
Chapter 3, while we have to wait until Chapters 9-11 for an 
account of national income and expenditure, savings and invest- 
ment and the consumption function. Again, the phrase “ gross 
national product ’’ is introduced without comment on p. 42, and 
then laboriously explained to the reader in pp. 145-50. Since the 
book does not claim to be an introduction to its subject-matter, 
this procedure is not wholly indefensible; but it has no obvious 
advantage, and breaks the whole continuity of the argument. 

Secondly, the book contains an alarming number of statements 
which are questionable, misleading or actually wrong. Some of 
the most striking instances may be cited. We are told that 
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“an export surplus in conditions of full employment is doubly 
inflationary, since it increases domestic income on the one hand 
and decreases domestic supplies on the other ”’ (pp. 51-2); and 
that the size of the devaluation required to restore a country’s 
balance of payments “‘ depends on (a) the degree and duration 
of disequilibrium, and (b) the marginal propensity to import” 
(p. 331, reviewer’s italics). In the section on the dollar shortage 
it is asserted (p. 365) that one important reason for the shortage 
is that “ the marginal propensity to import is much higher else- 
where than in the United States, indicating that a given increase 
in foreign income tends to stimulate American exports more than 
a similar increase in American income does foreign exports. In 
other words, the initial American expansion of imports, while 
causing a multiple expansion of foreign income, also causes others to 
increase their expenditures for American goods and services beyond 
the initial increase in American expenditures for foreign goods and 
services’ (my italics again). Again, concerning general wage- 
reductions and their effect on employment, Dr. Kurihara adopts 
the conventional Keynesian point of view, which hardly prepares 
the reader for his later contention when dealing (p. 279) with 
wage increases, that “ given the short-run constancy of produc- 
tivity, labour would simply price itself out of the market if it 
demanded higher money wages.”’ The account on p. 115 of the 
*“lJoanable funds ”’ approach to the theory of interest may cause 
some readers even greater perplexity. And even those who are 
least in sympathy with Dr. Little’s views may find it hard to share 
the faith in our science implicit in the statement, made on p. 294, 
that “‘ the extent to which income should be redistributed toward 
equality ’’ depends, among other things, on “ the further develop- 
ment of welfare economics ”’ ! 

Finally, a more general criticism may be made. Although 
the book is not designed as an introductory text, much of the treat- 
ment—both of theoretical and practical issues—is on so ele- 
mentary a level that an intelligent student who already knows his 
text-books is unlikely to derive much stimulus from it. Different 
students react in different ways, and it is unwise to be dogmatic; 
but one suspects that most of them will find it more interesting 
and more profitable to read some of the “ esoteric literature,” 
instead of turning to Monetary Theory and Public Policy for a pre- 
digested version of it. 

P. D. HENDERSON 
Lincoln College, 
Oxford. 
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Price Indexes and Quality Changes. By Ertanp von Horsten. 
(Stockholm: Bokférlaget Forum AB (London: Allen and 
Unwin), 1952. Pp. 136. 26s.) 

Ir is very difficult to sum up in a few words the general im- 
pression that this book makes uponthe reader. The problem with 
which it deals is clearly stated, and there is an altogether admir- 
able summary (Chapter I) of the existing state of index-number 
theory, both statistical and economic. Each step in the argu- 
ment, taken on its own, is clearly presented, and yet the reader 
continually finds himself losing the general drift of the analysis. 
It seems that the author has failed to indicate at any point 
the rough outline of his method of approach and has also 
omitted to take stock of the position, to which his argument has 
so far led him, at suitable breathing stops in the text. Even when 
we emerge from the jungle conscious of having trod religiously in 
his footsteps, we do not find him there to explain the purpose of 
our journey. Instead, he has vanished into thin air, without leav- 
ing even a summary of his conclusions, and we are left to turn over 
the pages once again in an effort to establish where it is we have 
actually arrived. This failure to lead the reader gently and firmly 
by the hand while whispering words of encouragement in his ear 
prevents this book from fulfilling its earlier and remarkable 
promise. 

Mr. von Hofsten as head of the statistical section of the Social 
Welfare Board, which is responsible for the Swedish cost-of-living 
index, became aware that there were notable differences in the 
American and Swedish treatments of the vexed problem of quality 
changes. Since these variations in practice were sufficient signi- 
ficantly to affect the result of index-number computations, he 
decided to investigate the matter. 

The problem of allowing for quality changes in the calculation 
of price indices is by no means a trivial one. As Mr. von Hofsten 
points out, a great many price changes to-day are implicit rather 
than explicit, and come about only by the substitution of a new 
model of an article for an old one. The more accurately a good is 
defined in order to avoid improvement in quality merely being 
interpreted as an unchanged price, so the more often will the 
definitions be found to be out of date because no article now on 
the market conforms to them. 

Even the use of rather broad definitions, as favoured in Sweden, 
does not evade the problem. Should price comparisons be made 


between only identical goods in succeeding periods or should 
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averages of the prices of any articles (fulfilling the specification) 
chosen by price-collecting agents be compared? If the former 
practice is used, prices will frequently have to be spliced on the 
assumption that the price ratio of two varieties exactly reflect 
differences in quality, in default of any information on the subject. 
Even the latter procedure will involve splicing when definitions 
become inappropriate. Neither course of action is very satis- 
factory, and the extent to which each will produce wrong answers 
in different circumstances is carefully shown by Mr. von Hofsten. 

The subsequent treatment of these problems is first practical 
and then theoretical. A wealth of information is available on 
what effect the different practices would have had on the Swedish 
cost-of-living index between 1946 and 1949. Asa result of exten- 
sive re-calculations Mr. von Hofsten concludes that the prices col- 
lected by agents should be averaged and that no attempt should 
be made to see that they refer to identical varieties in succeeding 
periods, although of course the articles priced must conform to the 
recognised definition. When a specification becomes out of date 
the prices of the old and the new model should be spliced, provided 
that there has not been a sudden upset in market conditions. 
If this condition is not satisfied, an attempt should be made to 
obtain an objective estimate of the quality change involved, c.g., 
the change in calorific content in the case of a food item. 

The theoretical approach has two stages. The first stage 
makes use of indifference curves, and is concerned with an indiffer- 
ence defined index. The second stage uses Divisia’s concept of an 
integral index. Owing to the nature of the problem, the indiffer- 
ence approach has to be made geometrically, since the analytical 
theory of indifference curves has not yet been satisfactorily 
adapted to deal with problems of non-negativity, 7.e., the fact we 
cannot buy negative quantities of any commodity. The use of 
two-dimensional geometry rather restricts the scope of the argu- 
ment, and it may well be that an adaptation of Mr. Houthakker’s 
method set out in Review of Economic Studies, June 1952, of 
specifying commodities more widely and giving them a price, 
part of which depends on their quality (defined as the unit 
price under a basic price system) would yield more fruitful results. 
However, it is shown that relative quality should, in principle and 
subject to certain qualifications, be measured as the ratio of the 
prices of two substitutes when the consumer is indifferent to con- 
suming only the one or only the other. Although this is all right 
in a two-commodity world, Mr. von Hofsten shows that the possi- 
bility of substitution between these two commodities and other 
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goods cannot in general be neglected. He concludes that the bias 
introduced by such neglect and by the use of Laspreyres’s formula 
will be small for the group index for clothing, but relatively large 
for the group index of food prices, where a great deal of substitu- 
tion is possible. In order to allow as much as possible for the 
effect of quality changes on an all-items price index, the com- 
ponent groups should as far as they can consist of goods which are 
substitutes for one another but which are not substitutes for the 
goods in another group. It is clear that such a partition can 
never be really satisfactorily made, and is quite impossible under 
a regime of rationing. 

The indifference defined price index is not unique, since it can 
be based either on the indifference level on the eve of a price 
change or on the level eventually attained. The Divisia integral 
index is superior at least for inter-temporal comparisons, since its 
value depends on the course followed by prices and quantities 
throughout the process of transition from one level of indifference 
to the other. Mr. von Hofsten shows how the use of an integral 
index resolves a dilemma which the indifference-defined indices 
cannot. However, even this index fails to stand up to the tests of 
common sense, and the assumption of unchanged indifference maps 
is sternly rejected. Mr. von Hofsten then abandons all attempts 
to make use of the theory of consumers’ behaviour and returns to 
an objective measure of quality based on a commodity’s function 
as the solution of his problem. 

Thus theory and practice appear to have led to much the same 
conclusions. No doubt this is what the author wishes us to be- 
lieve, but in fact they have merely shown the impossibility of 
solving a dynamic problem with a static theory. Perhaps one day 
the assumption of unchanged tastes or preferences will not be 
basic to a theory of consumers’ behaviour, and we shall instead 
have a theory of how preferences are developed and changed by 
experience. Until then the fruitful approach to index numbers 
will necessarily be pragmatic. 

A. D. Roy 


Sidney Sussex College, 
Cambridge. 
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Problems of Nationalised Industry. Edited by W. R. Rossoy, 
(London: Allen and Unwin, 1952. Pp. 390. 25s.) 

Forms of Public Control and Ownership. By E. GoopMan, 
(London: Christophers, 1951. Pp. 142. 8s. 6d.) 

The Economic Aspects of Nationalisation in Great Britain. By 
A. M. pe Neuman. (Cambridge: Students’ Bookshop, 
1952. Pp. 52. 8s. 6d.) 


To a varying degree, each of these books pays homage to the 
spur of competition as a necessity in an economic system. Messrs. 
Goodman and de Neuman both assert its importance, whilst Pro- 
fessor Robson stresses the danger of the Transport Commission 
imposing “‘ unnecessarily high rates upon Road Transport ”’ thus 
to protect the railways, and he goes further saying “ any attempt 
to ‘ coordinate ’ the supply of prices of gas and electricity should 
be regarded with great suspicion as a probable plot against the 
public.” Admittedly, Professor Robson is more willing than the 
others to qualify observations by recognising that there may be 
other priorities, such as the consideration in this case of gas coal 
supplies, which must be taken into account. Yet, the problems 
of the nationalised industries are not basically those of competi- 
tion and monopoly, important as these may be, but of efficiency 
in four spheres—efficiency in terms of the cost of the unit pro- 
duced, efficiency in consumer service, efficiency in labour relations 
and finally efficiency in attention to the public interest. It is to 
these that solutions must be found, and a nostalgic adherence to 
the classical prescription of competition ignores the complexity 
of the problems and the crudities and social costs of the old system, 
let alone the many ways which had been devised to prevent 
competition operating with vigour. 

The debates which rage to-day about forms of Parliamentary 
control, about the means of consumer representation, about 
measurements of productive efficiency and about labour relations 
and other matters of industrial organisation show the extent 
to which this section of our economy, about one-fifth, is being 
subjected to constant scrutiny. The problems which need 
solution are the ways in which this scrutiny can be made effective 
—how can Parliament be strengthened in its review of activities 
in the public interest by public corporations? How can the 
Consumer Councils be made more effective in their watchfulness 
over service to the individual? What are the ways in which 
efficiency can be measured? Each of these demand a different 
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level of scrutiny, a different sort of examination, because in each 
case the priorities are different. 

Nationalised industries must be efficient, they may even now 
be much more efficient than we assume, since every mistake is 
magnified in the present political battle until an isolated incident 
becomes a characteristic of behaviour—but not only must these 
industries be efficient, they must also be seen to be efficient. 
The problem before economists, statisticians, accountants and 
students of public administration is to improve and add to the 
scrutinising machinery, whereby at the different levels efficiency 
may not only be stimulated but also shown to exist. Something 
to engender public confidence has to be found to replace a con- 
tinuously high dividend. At the moment the machinery to do 
this is not strong enough, nor has the political squabble yet sub- 
sided sufficiently to make impartial appraisal possible, and with- 
out this confidence will not grow. 

These and other problems are surveyed in the symposium 
which Professor Robson edits. ‘‘ Edits”’ does scant justice to 
Professor Robson, who contributes nearly half the book in the 
form of an historical introduction, a comparison with French 
practice in this field and a general conclusion in which he surveys 
the problems raised by the other contributors. To these, and to 
the original contributions in the Political Quarterly for April—June 
1950, are added chapters on Compensation, Organisation, Joint 
Consultation, Consumer Representation, Public Relations and 
Scientific Research. On each of these matters the Editor gives 
his own view and raises some other problems of his own. Such a 
volume is a reviewer’s nightmare, and comment cannot do justice 
to all the matter therein. 

The principal criticism must be that this volume does not 
take us far enough. It does provide an excellent survey of the 
problems that exist and gives those problems their appropriate 
setting. ‘Too often, however, a problem remains in that state, 
flanked with a review of various proposed solutions. The analysis 
does not go as deep as one would wish, nor does it wrestle 
sufficiently with the defects and merits of the proposals made. 
Nevertheless, this is a valuable and stimulating volume, to be 
followed, it is hoped, by a series of more detailed studies. 

Professor Walker and Mr. Condie have made an interesting 
study of the methods of compensation. They stress the problems 
of the burden of risk where capital is entirely in a guaranteed 
interest stock, which the consumer or community have to bear in 
the place of the equity shareholder. One might perhaps question 
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one of their premises that the rule of law includes a safeguard of 
the legitimate expectation of citizens against arbitary disappoint- 
ments by Government action. The chapter by Mr. Hardern on 
Public Relations is the weakest in the book, concerning itself to 
a disproportionate degree with pedestrian suggestions regarding 
helpfulness of telephone operators and the decorative schemes of 
public rooms. Mr. Harden is gravely at fault when he suggests 
that Consumers’ Councils can be used as an additional means of 
issuing information to the Press. Such a practice, which con- 
sciously or otherwise, some nationalised industries have adopted, 
can only result in the consuming public seeing their representatives 
as part of the corporation—“ yes-men ” in whom the consumer can 
have no confidence. Yet confidence in this body is vital if the 
public at large is to accept this form of representation of their 
consuming interests. Professor Robson’s unconcealed basic 
approval of this experiment of nationalisation does not inhibit 
him from criticising the present organisation of the industries and 
some of their institutional arrangements. He reaffirms his faith 
in the Administrative Tribunal as a method of scrutinising prices, 
and is surprised that the other corporations do not have to submit 
their prices to bodies similar to the Transport Tribunal. Pro- 
fessor Lewis, too, points out that such a tribunal is necessary to 
ensure that statutory guarantees against price discrimination are 
in fact carried out. Whilst admitting that this second condition 
has substantial justification, we can only question whether the 
Transport Tribunal in practice functions as efficiently as Professor 
Robson would have us believe. Its lack of sufficient skilled staff, 
the statutory provisions which already govern the financial 
deliberations of the B.T.C., rendered the prolonged arguments of 
its recent hearings an unsatisfactory method of scrutiny. In his 
conclusion, a statement of faith, Professor Robson affirms that 
the public corporation is destined to play in the next fifty years as 
important a role as the joint-stock company played during the 
last 100 years. 

Mr. Goodman, too, is a partial observer—by contrast a 
Liberal. His work, Forms of Public Control, attempts to survey 
developments since 1840 in this sphere and the working of 
nationalisation since 1945. It is unfortunate that he included 
these subjects, already well covered in other works, for this 
section is too long and too short—too long for the size of the book, 
too short to add anything new or to avoid generalisations. What 
Mr. Goodman does do is to ask that the Public Corporation should 
not be regarded as the only pattern for public control. He 
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suggests that the Development Council, aided by a Finance 
Corporation (such as the Finance Corporation for Industry) 
provides a better medium, preserving as it does the individual 
small unit. ‘Thus he would ensure both that the worker does not 
get “lost”? in the monolithic public corporation and that the 
public does not lose the benefit of competition. This may be a 
fruitful idea, and it is a pity that Mr. Goodman did not use all his 
small book to develop this critically. It requires examination as 
to its effectiveness to control economic power in the individual 
firms and groups; a comparison between experience in this 
country and abroad; between the councils and such devices as 
county agricultural emergency committees, and the efforts of the 
various supply ministries to “‘ organise the unorganised ”’ in- 
dustries both for war and for the export drive. Incidentally, 
Mr. Goodman very pertinently asks that a detailed and objective 
study should be made of “‘ what are the advantages of size and 
what are its disadvantages.” 

Economic Aspects of Nationalisation draws together the 
statutory provisions which have economic implications in the 
nationalised industries, thus defining their primary economic 
functions and indicating ways of carrying them out. Dr. de Neu- 
man finds that these provisions are capable of different inter- 
pretations; he emphasises the tendencies in practice towards 
monopolistic behaviour and internal subsidies, and he inveighs 
against any principle other than that of covering costs. An 
intense study of the theory and practice of economic behaviour, 
of constitution and convention would have been a valuable 
addition to the literature in this field. As it is, half the space is 
devoted to the background, already well known; and the work is 
unfortunately marred by a number of errors, by a sometimes 
unhappy presentation of facts and by the use of outdated 
information. 

This study was published in 1952, yet the Transport Com- 
mission is criticised for using, during 1950, phrases such as 
“economy in tractive efforts,” “‘ transport specially suitable and 
efficient,” thus getting away from the lowest-cost principle. 
Surely mention should also have been made of their efforts then 
and since to close uneconomic lines, of their comparative costings 
of different services which appeared in the 1950 report and the 
principles apparent in their 1951 Passenger Charges Scheme. 
As regards the presentation of material—a quotation from the 
creating Act which describes the functions of the Coloniai Develop- 
ment Corporation is followed immediately and starkly by this 
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sentence, “Its Gambia eggs scheme was almost a complete 
failure.” What is the reader to assume from this? Finally, the 
opening paragraph states that pre-war nationalisation was used 
only when tariffs and subsidies failed to guide industries as the 
government wanted. Whilst, admittedly, this applies to aviation, 
what of such other ventures as the Port of London Authority, 
Forestry Commission, Electricity Board, British Broadcasting 
Corporation and London Passenger Transport Board ? 

Actual practice of the public corporations and the possibility 
of ensuring efficient deployment of their resources through 
“sticking grimly to costs”? and promoting competition are 
matters of such importance as to merit accurate, intensive and 
objective examination. This they do not receive from Dr. de 
Neuman. 

Henry Mappick 

University of Birmingham. 


The Chemical Revolution. By ArcurpaLp and Nan Chow. 
(London: The Batchworth Press, 1952. Pp. xvi + 680. 
50s.) 

A BOOK avowedly straddling across economic history and the 
history of science, at least on the scale of this one, is a novelty we 
must welcome. Hitherto many of the standard text-books in 
economic history have provided, more or less successfully, some 
account of the central technical innovations—the steam-engine, 
the iron and steel processes and the textile machinery—of the 
Industrial Revolution, but there has not been any attempt to 
cover as wide a field as is included in this new book. In par- 
ticular, by taking as their primary interest the changes in chemical 
technology, the authors have given a different emphasis from that 
of the conventional books. The interpretation they put upon 
“‘ chemical ”’ takes them over a field ranging from salt, soap and 
sulphuric acid to textile finishing trades, rubber, paper, glass, 
pottery, tar, gas-lighting, sugar, brewing and distilling, iron and 
steel, and fruit-canning. On many of these industries the economic 
historian has had to go to encyclopedias or to unduly heavy 
technical works, and the convenience of having the main stories 
brought together in a single book is a valuable acquisition. 

Economists looking for the mainsprings of technical progress 
will find here much food for thought, though disappointingly little 
direct attempt to satisfy their curiosity. The very assemblage 
between two covers of so many stories dependent on the advances 
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in chemistry does, however, serve to underline the interrelations 
between advance in one industry and advances in many other 
industries. Apart from this, the authors emphasise two major 
forces: the pressure for new methods and new materials when 
southern and central Scotland had been stripped of their forests 
(a matter on which full acknowledgment is made to Nef) and the 
prolific flowering of the natural sciences in the Scottish uni- 
versities in the eighteenth century. In several industries 
advances depended upon this advancement of learning—a move- 
ment deriving from the University of Leyden, and in its turn 
fertilising the older and the newer centres of learning (particularly 
Birmingham) in England. (Englishmen may console them- 
selves with some exceptions to this north-south flow of scientific 
knowledge : porcelain was a notable example of a reverse flow.) 

A book like this inevitably throws up a host of minor revela- 
tions. For myself, the story of gas-lighting, with its suggestions 
of influence upon the new factory structures and the length of the 
working day, was outstanding. New to me also, as one brought 
up on the story of Napoleon’s army as the cradle of tinned foods, 
was the information (rather sketchy) that early interest in food- 
canning was naval rather than military, in both France and 
England. 

For the wealth of material the authors have sometimes been 
able to draw on secondary sources, but for many subjects they 
have had to go to the papers of local scientific societies, technical 
periodicals and other original sources tucked away in the great 
libraries and record offices of Scotland and elsewhere. Their 
task must have been very heavy. They were rewarded by the 
Senior Hume Brown Prize in the University of Edinburgh, and 
they have the satisfaction of having made a notable addition to 
the literature of the Industrial Revolution. 

R. 8. SAYERS 
London School of Economics. 


Competition in the Rayon Industry. By J. W. MarkHam. (Cam- 
bridge, Mass.: Harvard University Press (London: Geof- 
frey Cumberlege), 1952. Pp. xvii + 245. 32s. 6d.) 


Tus excellent study of the American rayon industry will be 
of interest to a much wider circle of economists than might be 
inferred from its title. According to the Publisher’s Note, this 
book ‘‘is at once the first economic study of the United States 
rayon industry, a case study in the control of a market by the few, 
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and an exploration of the concept of workable competition.” 
These claims are well justified, with the possible exception of the 
first, although even this may be accepted on the grounds that 
previous studies of the United States rayon industry have been 
concerned more with description than with economic analysis. 
Mr. Markham does not indeed fail to give us a certain amount of 
description, but he is mainly concerned with those aspects of the 
industry’s working that are of particular interest to economists. 
Price and production policy, obstacles to entry, elasticity of de- 
mand, short- and long-run costs of production: these and many 
other topics are dealt with in the course of the book, which adds 
considerably not only to our knowledge of the rayon industry, but 
also to our general understanding of competition among a small 
number of firms. 

It is possible to criticise Mr. Markham on the grounds that, in 
his eagerness to clear the way for the more theoretically interest- 
ing parts of his subject, he makes one or two rather sweeping 
generalisations on technical matters in the early part of the book. 
For example, his statement that “in a number of market areas 
acetate and viscose yarns are almost perfectly substitutable ” 
(p. 63) might well be questioned. It is questionable also to point 
out that the rayon industry consumes only a small proportion of 
the wood-pulp used in the U.S.A. (p. 28) without mentioning the 
fact that the kind of wood-pulp used in rayon production is by no 
means a perfect substitute for the kind used in most other in- 
dustries. It would, however, be churlish to dwell on such points, 
which in any case are few and do not affect the main argument, in 
view of the content of the rest of the book. The author goes on 
to examine, for example, how the existence of considerable econo- 
mies of scale has affected the number and size of firms in the in- 
dustry, and produces an interesting chart (prepared for him by one 
of the large rayon companies) which shows how costs of production 
vary with output in a given plant, and also how costs are affected 
by changes in the size of plant. He makes a detailed study of price 
behaviour, including an analysis of the firms which led and fol- 
lowed in all list-price changes since 1926, and provides evidence 
that, in times of depression, cuts in list prices apparently initiated 
by the largest producer were in fact forced upon it by secret price 
cuts on the part of the smaller firms. Mr. Markham suggests that 
one reason for this de facto price leadership by small firms in bad 
times may be that small plants are less flexible downwards than 
large ones. Costs per unit of output rise so rapidly in small 
plants as output is curtailed that firms think it worth while to 
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reduce price in an effort to maintain output, in spite of the prob- 
ability that the large firms will very soon follow them down. 

Mr. Markham makes it abundantly clear that price behaviour 
in the industry can by no means be interpreted in the light of cost 
considerations only, and much of the book is taken up with an 
examination of how market factors influence price. Competition 
with other fibres and with foreign rayon producers, the possibility 
of new firms entering the industry, movements of demand over 
the trade cycle and many other factors come into the picture. 
The author does in fact explicitly consider the possibility that full- 
cost pricing has prevailed in the industry, and rejects the idea for 
several reasons, one of which is the lack of evidence that either 
variable or total costs have in the past borne any approximately 
constant relationship to price. This method of proof is open to 
the objection that one would not in practice expect a constant 
costing-margin to be reflected in a constant profit on sales, since 
there must be frequent divergences between actual output and the 
output assumed in calculating the costing-margin. Even when 
allowance is made for this, however, it is impossible to believe from 
the figures, especially those for the years before 1929, that full- 
cost pricing has been generally practised in the industry. In any 
case, Mr. Markham has provided more than sufficient qualitative 
evidence in the rest of the book fully to support his view. It is 
surprising, in the light of this, that a study of the rayon industry 
in this country should have helped Mr. P. W. 8S. Andrews to de- 
velop the full-cost principles enunciated in his Manufacturing 
Business. It would, I think, be difficult to argue that any 
differences between the pricing policies of the British and American 
rayon industries have been sufficiently marked in the past to 
justify as great a divergence of view on this subject as that which 
appears to exist between Mr. Markham and Mr. Andrews. 

The book ends with a consideration of how far competition 
can be considered ‘‘ workable ” in the American rayon industry. 
Mr. Markham is fully aware that workable competition is a highly 
subjective concept, and he spends some time in trying to arrive 
at a satisfactory formulation of it. Although he readily admits 
that others may not share his view, his conclusion is that the in- 
dustry can be considered workably competitive at present. He 
does, however, propose a reduction in the U.S. tariff on rayon 
goods, since it would give a stimulus to greater competition in the 
industry, and would have the additional advantage of helping 
other countries to earn dollars. 

This volume is the first of a series of studies on competition 
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and monopoly in American industry financed by a grant from the 
Merrill Foundation for the Advancement of Financial Knowledge. 
We shall be fortunate if later volumes in the series come up to the 
standard set by the first. 
AUBREY SILBERSTON 
St. Catharine’s College, 
Cambridge. 


The American Cigarette Industry. A study in economic analysis 
and public policy. By R. B. Tennant. (New Haven: 
Yale University Press, 1950. Pp. xxvi + 411. $5.00.) 

Price Policies in the Cigarette Industry. A study of “ Concerted 
Action” and its Social Control, 1911-50. By W. H. Nicuo.ts. 
(Nashville : The Vanderbilt University Press, 1951. Pp. xx 
+444. $6.00.) 

In 1949 the American people consumed 352,000 million 
cigarettes, on which they spent $3,500 million through the normal 
channels of trade, as compared with $13 million spent on 3,000 
million cigarettes in 1900, a 120-fold increase in consumption in 
fifty years. During this period there have been two successful 
Sherman Act prosecutions. In 1911 the near monopoly of the 
American Tobacco Company was squashed and its business was 
divided among a small number of successor companies. Thirty 
years later, three of the major successor companies, controlling 
by then seven-tenths of the national output of cigarettes, were 
once more found to constitute an illegal monopoly, a decision 
inferred from their detailed similarity of behaviour. The convic- 
tion was upheld by the Supreme Court in 1946. The continuing 
threat of remedial action by the appropriate authorities following 
the court action raises important issues of public policy : namely, 
how to deal with oligopolies which have become one of the pre- 
valent forms of industrial organisation. Two able economists, 
independently it appears from each other, undertook a full-scale 
economic analysis of the cigarette industry with a view to both 
developing a theory of oligopoly behaviour and providing guidance 
for public policy. Both authors have made use of the enormous 
amount of documentation which was brought to light in the 
various court processes. The two authors cover broadly the same 
field, though with varying emphasis on certain problems, which 
makes both books worth reading. Both books are superbly 
documented, and make students of British industrial economics 
very envious. Throughout they preserve a nice balance of 
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economic analysis and factual description. Together the two 
books present as detailed a picture of the industry as could be 
desired. The reviewer found Professor Tennant’s book somewhat 
more congenial reading, though the agricultural economist will 
find Professor Nicholls’ analysis of the leaf market especially 
valuable. He also gives a very detailed post-mortem of the 1941-— 
46 anti-trust trials which brought oligopolistic market structure 
and behaviour by itself within reach of successful prosecution under 
the anti-trust laws. 

The history of the industry shows a steady growth of consump- 
tion since the civil war, cigarettes slowly displacing other tobacco 
products in the public favour. The turn of the century was 
marked by the conquest of the industry by James Duke, who 
already used sales and advertising policies as his principal instru- 
ment of market control. The dissolution of the monopoly merely 
ushered in the oligopoly of the successor companies with even 
heavier pressure on the independents. Between 1912 and 1923 
there was, nevertheless, some price competition ; only in the 1923- 
31 period did oligopolistic price policies emerge and did “ advertise- 
ment become king.”’ This development was the consequence of 
the ‘‘ Camel revolution,” namely the introduction by Reynolds of 
anew blend of cigarette by the application of new manufacturing 
and marketing techniques. Two competitors followed the 
example almost at once, and by 1925 the three new-type brands— 
Camel, Chesterfield and Lucky Strike—accounted for 82% of the 
national output. Concentration on a single brand became a 
fundamental principle of selling policy together with advertising 
by publicity expenditure on a national scale instead of prizes and 
premiums as in the past. In 1923 identical price lists, discounts 
and net prices were established and the era of experimentation with 
price competition was brought to a close, with Reynolds accepted 
as a price leader. A pricing error by the big three in 1931 once 
more brought into the picture the independents with their economy 
brands. They also benefited from the great depression and later 
on from the war. With the end of the war consumers flocked 
back to the regular brands, and the three major producers were in 
1950 in as dominant a position as they were in 1930. 

Two features dominated the industry throughout this period : 
a constantly high concentration of output and constantly high 
profits, largely achieved by the powerful use of advertising. 
What were the factors determining this concentration of output 
and its skilful exploitation for profits? Professor Tennant argues 
very convincingly that the nature of cigarette demand more than 
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anything else has been responsible for many of the industry’s out- 
standing peculiarities. He suggests that the continuous growth of 
demand has been affected little, if at all, by anything which the 
industry itself has done. In the short run, cigarette demand 
exhibits some sensitivity to changes in the national income, but is 
almost wholly inelastic in its response either to price or to adver- 
tising. The demand for individual brands is, on the other hand, 
highly sensitive both to price and to advertising. The main 
brands in the same price class are nearly identical in their physical 
characteristics and are close substitutes. Price cutting can be an 
efficient market weapon, but invites retaliation, while advertising 
is most effective when mass expenditures are employed to main- 
tain and expand an already large business. Whether market 
pressures are applied through price or through advertising, the 
conditions of cigarette demand award considerable advantages to 
the concentrated resources of the large firm. The characteristics 
of leaf supply with the method of auctioning secure that all 
competitors in the market for output stand on the same basis of 
leaf-tobacco costs rather than provide undue advantage to the big 
buyers. Lastly, the technology of cigarette manufacture is almost 
neutral in its effect on industrial organisation. Costs of produc- 
tion are approximately the same at all levels of output, and the 
large firm is neither more nor less efficient than the small. 

The competitive struggle among the major firms is carried out 
solely by advertising policies. Prices are kept identical, remain 
unchanged for long periods and are fixed by administrative decision 
of the price leader in a market which is almost perfect in the sense 
that the leading products are nearly homogeneous and that the 
going price is fully known. Although the major companies possess 
considerable tactical power over farmers and distributors, and 
although they have occasionally worked to reduce the rewards 
accruing to each, they have not generally found it worth while to 
tamper with the absolute level of leaf-tobacco prices or of distri- 
butors’ margins. The aim of price policy is to maintain com- 
petitive equality with other firms and to achieve a unit margin 
which will not attract unwelcome competition. The division of 
that margin between advertising outlays and profits depends 
both upon the need for market pressure and upon the exactions of 
the shareholders. 

Professor Tennant also draws some conclusion which is relevant 
to the full cost-marginal theory controversy. He does not think 
that the managers of the industry engage in subtle marginal 
calculations. Prices appear to be set on some principle of mark-up 
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over cost, and uncertainty as to just what the mark-up should be 
is probably an important cause of rigid prices. Nevertheless, he 
thinks that not only is maximum profit a meaningful concept in the 
cigarette industry but profits also appear to have been the principal 
object of policy, and consequently much of the traditional analysis 
is relevant, even if incomplete, to explain the complex historical 
developments and the industry’s dynamic problems. 

The studies also provide interesting information on the econo- 
mic effects of advertising. Although advertising expenditure 
was throughout at a high level, unit advertising costs were falling 
over the years owing to the heavy expansion of output both 
absolutely and in relation to unit manufacturing costs and prices. 
The cost structure of the industry is such that (taking the results 
of the year 1941-42 for the six main brands) 44% of the net unit 
price received by the manufacturer, after tax, was accounted for 
by leaf-tobacco cost, 12-5% by direct factory cost, of which 3% 
was labour cost, 2° by freight and shipping, 15-5% by advertising 
and selling and 26% by the profit margin. Labour productivity 
(which is surprisingly not discussed by either author) increased 
fourfold in the last generation, according to the Bureau of Labor 
Statistics, but in the view of the above cost structure, savings on 
this account did not provide compensation for the heavy adver- 
tising outlay. 

Professor Tennant’s verdict on the industry is that it produces 
a good product at minimum costs and in the proper quantity. 
Both authors found, nevertheless, the behaviour of the industry 
faulty in two respects: the rate of profit was usually excessive, 
and a considerable proportion of the resources was devoted to 
competitive advertising which did not serve any justifiable 
economic purpose. Public policy could reasonably work to 
reduce both profit rates and advertising outlays. The anti-trust 
conviction opened the possibility of reform. But what could be 
done? Can the cigarette industry be made more competitive ? 
Both authors are somewhat doubtful about possible remedies. 
Perfect competition is not attainable, owing to the character of 
the demand. A full monopoly would offer probable savings in 
advertisement expenditure, but Professor Tennant thinks that it 
might lack adequate incentive to maintain efficiency and quality, 
although Continental experience on this subject was not examined 
by him. Monopolistic competition of the Chamberlin type, 
which would result in another dissolution of the present corpora- 
tions, might lead on balance to increased costs, mainly owing to 
higher distributive charges, although Professor Nicholls argues 
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that beyond the technical economies of the individual plant, the 
principal multiple-plant firms have achieved few economies which 
are social rather than private, and he sees no strong economic 
objection to a new dissolution. He thinks, however, that the 
price and business practices of the cigarette industry are un- 
doubtedly typical of most other oligopolistic industries which rely 
heavily upon advertising, and he sees little merit in singling out 
the major cigarette firms for unusually severe treatment. He also 
thinks that dissolution by itself without control of the total 
advertising outlay of the big three and a replacement of the 
present specific tax by an ad valorem tax on cigarettes would be 
ineffective in bringing about true price competition, and he as 
well as Professor Tennant regard these last two measures by 
themselves as the best instruments of public policy in the circum- 
stances. Professor Nicholls goes even farther, and advocates a 
highly progressive tax on total advertising outlays of individual 
firms as one of the means of the social control of oligopolies. 
These studies also demonstrate incidentally that even with the 
substantial experience and big apparatus available to the 
American control of monopolies, it is easier to establish the 
existence and effect of monopolistic practices than to evolve and 
enforce remedial action. 
L. Rostas 

University of Cambridge. 


The Economic Prosperity of the United Provinces. By Suri 
GopaL Tiwari. (Bombay: Asia Publishing House, 1951. 
Pp. 367. Rs. 16.) 

Dr. Trwart has attempted to apply Professor V. K. R. Rao’s 
method of estimating the national income of British India to the 
United Provinces for the years 1921/2, 1931/2 and 1938/9. He has 
also improved upon this method, in a number of ways. In so doing 
he has carried out extensive personal inquiries, in order (wherever 
possible) to fill in the gaps in the available statistical material, 
and also with the broader object of ascertaining not only the per 
capita money income, but also changes in the per capita real income 
of the population. Nor does he stop at this point. In addition, 
he analyses carefully the conditions of life and work in the Pro- 
vince, tracing outstanding economic trends, and is thus enabled 
to suggest what have been the major factors at work affecting and 
altering the national income and its distribution. His book is 
therefore much more than an exercise in statistical method. 
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Indeed, he provides a moving picture (in more senses than one) 
of the economic life of the United Provinces over nearly two 
decades. 

Dr. Tiwari has tackled his subject in scholarly manner, and 
interprets his data with objectivity and realism. The choice of 
one Province for detailed analysis has proved most valuable, as 
it has given a unity to his subject, and concreteness to his con- 
clusions, which could hardly have been obtained from a study of 
the whole of India, which would necessarily have resulted in 
mere averages, concealing wide diversities and possibly contra- 
dictory trends. 

His conclusions are ‘‘ moving ” in the sense that they reveal 
the absence of any definite improvement in per capita income, 
either monetary or real, between 1921/2 and 1938/9, whilst over 
the same period the distribution of income had become more 
unequal as between both urban and rural areas, as well as between 
agricultural and other occupations. The effects of this unfor- 
tunate trend were aggravated by the regressive character of the 
tax structure. But the picture painted is not all black. Some 
improvement in the working conditions of the masses, and in the 
position of tenant cultivators can be discerned. 

Dr. Tiwari concludes by making some positive suggestions 
for improvement, stressing the need for a “ conscious collective 
effort ’’ if the economy is to be raised to anything like a civilised 
standard. 


‘ > 


VERA ANSTEY 
London School of Economics. 


Soviet Trade with Eastern Europe. By Marcaret Dewar. 
(London and New York: Royal Institute of International 
Affairs, 1951. Pp. vii+ 123. 8s. 6d.) 

Stupies of this kind are of the greatest value to any serious 
student of international economics or politics. They offer not 
only a basis for the evaluation of economic and political trends 
within the Communist orbit, of inestimable importance for 
general intelligence purposes of the anti-Communist alliance. 
They constitute also a valuable secondary source for the raw 
material of any serious analysis of the progress of a movement 
which constitutes, after all, the most outstanding economic, 
social and political phenomenon since the advent of liberalism and 
the industrial revolution in Western Europe. 
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The difficulties in the way of any study on the subject (except, 
of course, for the facile pronouncements of infallible experts in 
certain Sunday newspapers) are enormous. The statistics of 
Communist countries, with the slight exception of Poland and 
Czechoslovakia, are designed to conceal as much as they reveal. 
Not only is the basic statistical material inadequate and more 
often than not available only in the form of index numbers 
relating to a base year; many significant secondary series, which 
would enable the student to evaluate the significance of what basic 
statistics are published, are unobtainable. Statistics on the total 
value of foreign trade are practically useless, if they are not 
broken down into the usual categories such as food, industrial 
raw materials, metal goods, textiles, and so on, or if the prices 
at which goods cross frontiers are unknown. It need not be 
assumed that economic statistics in Communist countries are less 
well developed than they are in Western countries. The opposite 
seems to be true. But the blanket which covers economic facts 
in the Communist part of the world is regarded by its rulers as 
their defence against the economic and military advantages of the 
West, and it is not likely that this blanket will be lifted, unless in 
exchange for concessions by the West, which will reduce the 
economic and military odds against the East. 

Within the limits of these almost insurmountable difficulties, 
Miss Dewar has done pretty well. Her book is both factual and 
thorough. These incontestable merits of the present study are, 
however, the obverse of its principal shortcomings. The author, 
unfortunately, brings to bear too little critical appraisal and too 
little personal judgment on the assembled statistical facts. Even 
so, her book seems to the reviewer a very useful, though more 
specialised, supplement to other more forceful publications in this 
field, of which Miss Doreen Warriner’s Revolution in Eastern 
Europe is probably the most important one. While Miss Warriner 
takes sides quite openly, she has been much more successful than 
Miss Dewar in contributing to what might be called a theory of 
economic development under “ People’s Democracy.’’ Her book 
is undoubtedly also the more readable one. In the exploration 
of this vast uncharted land the more pedestrian though pains- 
taking study, which Miss Dewar’s book represents, has also its 
place. But it would certainly have been improved if the arrange- 
ment of its contents had been by subjects rather than countries. 

In conclusion, may I say that statistics published since the 
appearance of Miss Dewar’s book support fully two points of her 
thesis : the increasing separation of the East and West European 
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economies (West European share in East European trade has 
declined between 1938 and 1950 from 33 to 18% and is still further 
declining) and the increasing dependence of Eastern Europe on 
the Soviet Union (the Soviet Union’s share has increased from 
1 to 34% and is still further increasing). There is also prima facie 
evidence for a further fact, mentioned by Miss Dewar, but not 
sufficiently stressed: the progressive integration of the East 
European countries and the co-ordination of their economies, 
apart from the Soviet Union, though certainly under her guidance 
and direction. ‘Trade between East European countries (exclusive 
of the Soviet Union) has increased between 1938 and 1950 from 
12 to 26%, and is still increasing. The rapid integration of China 
on the one side and of Eastern Germany on the other into the 
Communist economic orbit, in the last three years, is another 
important new tendency, concerning which there is not yet 
sufficient statistical evidence. 
D. B. HALPERN 
London. 


The Soviet Economy during the Plan Era. By Naum Jasny. 
(Stanford: Stanford University Press, 1952. Pp. 116. 
$2.) 

The Soviet Price System. By Naum Jasny. (Stanford: Stan- 
ford University Press, 1952. Pp. 179. $2.) 

Soviet Prices of Producers’ Goods. By Naum Jasny. (Stanford : 
Stanford University Press, 1952. Pp. 180. $2.) 

The Development of the Russian Iron and Steel Industry. By R. J. 
Hoxtitoway. (Stanford: Graduate School of Business, 
Stanford University, 1952, Pp. 59. $1.) 

Dr. JASNY’s three books are a remarkable tour de force. The 
author possesses a thorough knowledge of Soviet statistical 
methods, and has the “feel” necessary to dig every ounce of 
significance out of a wide range of fragmentary source-materials. 
One may disagree with a number of his opinions, but there is 
every reason to be grateful to Dr. Jasny for lighting up so many 
dark corners. No student of Soviet economic development and 
Soviet statistics can afford to be without these books. 

Dr. Jasny analyses Soviet indices of national income and pro- 
duction, discusses the shares of investment, defence and con- 
sumption, assembles a mass of data on the movement of prices of 
various categories of goods, costs of construction, wages and so 
on; finally, he puts forward his own computations of national 
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income during the “ Plan era,”’ with his own indices. Clearly an 
ambitious task. His style has no pretensions to beauty, and the 
very fact that so much significant material is compressed into 
relatively few pages does not make for easy reading. The three 
books must be viewed as fragments of a single work in progress, 
rather than as three separate fully finished surveys, for there is 
much overlapping and cross-reference (for instance, a very in- 
teresting calculation of the level of Soviet money wages through 
the growth of the social insurance fund may be found tucked away 
in the volume on producers’ goods). Such imperfections, how- 
ever, are a small price to pay for speedy and timely publication. 

Dr. Jasny might perhaps be aptly described as an angry 
scholar. In this field a dose of anger is not unjustified, having 
regard to the deliberately misleading nature of much Soviet 
statistical material and to its use by some of the more uncritical 
Western commentators (though this should not lead him to imply 
that views different from his own, even if mistaken, have any 
necessary connection with the Hand of Moscow, as from time to 
time he tends to do). But, if angry, he is also a scholar, always 
clearly distinguishing between the fruits of his indefatigable re- 
searches and his own opinions and deductions and emphasising 
the tentative nature of the latter. 

Soviet national-income statistics were expressed until recently 
in terms of so-called ‘‘ unchangeable 1926/7 prices,” and the latest 
percentage-increase figures quoted by Malenkov at the Nineteenth 
Party Congress are linked to indices based on these prices. It has 
long been accepted by nearly all analysts that the published 
figures substantially exaggerate the growth of national income. 
Dr. Jasny is able to demonstrate convincingly that the exaggera- 
tion was due not only to the base and computation methods em- 
ployed, but involved something that even a less-combative scholar 
would term manipulation (for instance, a fantastic 5}-fold increase 
between 1928 and 1937 in the contribution of trade to the national 
income, the change to a “ biological ’’ assessment of agricultural 
production and so forth). However, one would like to know more 
about his assessment of the degree of exaggeration implied for 
machinery and armaments production, bearing in mind the very 
high prices of these goods ruling in the base year. Jasny himself 
quotes “ pre-plan”’ prices of tractors and motor vehicles which 
were reduced in subsequent years, inflation notwithstanding, 
through mass-production economies, and one wonders just how 
much weight Dr. Jasny has given to this factor. In this connec- 
tion, reference must be made to a little-known book by Alexander 
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\ Gerschenkron, A Dollar Index of Soviet Machinery Output, 1927/8- 
1937 (Rand Corporation, Santa Monica, 1951), where the way 
) in which a choice of base year can transform a machinery pro- 
duction index is brilliantly demonstrated, using American figures. 
' Dr. Jasny seems also rather too confidently to reject the Soviet 
; claim to have reduced substantially the cost of armaments in the 

course of the last war, insisting that heavy subsidies to arms pro- 
duction must have been involved. This is surely to underesti- 
y mate the great economies inherent in mass production of standard- 
ised weapons—there is after all no reason to doubt the truth of 
Voznesenski’s assertion that Russian weapons had not reached 
the mass-production stage until after 1940. It is worth noting 


— 


J that armament prices in the United States fell significantly during 
t the War, despite the fact that both wages and cost of materials 
] must have increased faster than in Russia. 
y The data on prices of producers’ goods is of unique interest, 
y especially as Jasny has been able to use sources which do not 
0 seem to be available in this country. He shows for the first time 
8 the extent of the great “‘ zig-zag ”’ in producers’-goods prices in 
- the years 1949 and 1950, quoting evidence of two- and three-fold 
g increases in prices of steel, coal, many freight charges, etc., and of 
a contrary move, though smaller in extent, during 1950 (Soviet 
y books and periodicals available to the reviewer speak only of a 
t “certain increase” in 1949, and go into detail only about the 
h reductions of 1950). The whole episode reflects not too favourably 
$ on the elasticity with which Soviet price and planning mechanisms 
d adjust themselves to changed circumstances. 
>. There are some fascinating computations of the shares of in- 
\- vestment and defence in the national income, and of the growth 
\- of national income in terms of “ real prices of 1926/7 ” (according- 
ir ing to Dr. Jasny, it increased 2}-fold in those prices in the period 
e 1928-40, impressive enough but still only half the Soviet claim). 
ul It is to be hoped that he will publish further details of the weights 
al and price bases he has used, as these naturally affect the result to 
e asubstantialextent. This would be of great assistance to students 
oT of the subject, and make possible some valuable comparisons with 
'y other calculations. 
if Considering the scope of the subject and the nacare of the 
h data, there are remarkably few points of fact on which Dr. Jasny’s 
g, version can be questioned. Among these few is the statement 
W that only 1% of the state’s social-cultural expenditure in 1935 was 
C- devoted to social security; he must have overlooked the fact that 
the figures which he was quoting did not include payments from 














166 THE ECONOMIC JOURNAL [MARCH 


the social insurance fund. There is also reason to doubt his 
assertion that armaments are considered in the U.S.S.R. to be pro- 
ducers’ goods; an authoritative handbook on statistics (Slovar- 
Spravochnik po sotsialno-ekonomicheskoi statistike, Moscow, 1948, 
p. 75) quite unequivocally treats them as a special kind of con- 
sumers’ goods. Perhaps a more general criticism is that the reader 
will tend to underestimate the growing efficiency of Soviet in- 
dustry and even of Soviet planners. Recent production figures, 
expressed in the more reliable quantity terms, are such that one 
simply must conclude that the system has come to work with a 
modicum of efficiency. True, Dr. Jasny himself warns us against 
underestimating the U.S.S.R.’s industrial might, nevertheless his 
own emphasis on failings—real enough, yet far from the whole 
picture—is conducive to such a misunderstanding. But these 
criticisms, it must again be emphasised, are of small significance 
relative to the value of Dr. Jasny’s contribution. These books 
are indispensable for al] interested in the subject. 

The little book on the Russian iron and steel industry, part of 
a longer thesis, presents clearly and modestly such output and 
location data as is available. Dr. Holloway makes the surprising 
point that Soviet planners of the thirties located very nearly half 
their new blast furnaces in the vulnerable South, where they were 
promptly overrun by the Germans within a few months of the 
outbreak of war. There is no discussion of prices, and little about 
labour problems, but within its limits this is a thoroughly useful 
publication. 

A. NOvVE 
University of Glasgow. 


Social Aspects of a Town Development Plan. A Study of the County 
Borough of Dudley. (Liverpool University Press, 1951. 
Pp. 168. 7s. 6d.) 

Tuts is an admirable example of how public authorities (in 
this case the Dudley Borough Council) and academic institutions 
can work together to their mutual advantage. The Survey sets 
out to answer three sets of questions, corresponding to the three 
environments—the family, work and the local community—in 
which people pass the greater part of their lives. Is the concept 
of the neighbourhood significant, and of practical value to the 
planner? What part has the development or redevelopment of 
industry to play in the social as well as the economic life of a town 
such as Dudley? What, thirdly, of significance to a local housing 
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and town planning authority, can be said about problems of the 
family : the aged, the schoolchildren, the housing situation? A 
fourth question follows from the first three. Granted that some- 
thing must be done, in a town such as Dudley, in each of these 
directions, who is to do it? What changes are implied in the 
activity of the town council or of the local community as a whole ? 

The first question is answered particularly clearly and well. 
The concept of the neighbourhood does have real significance. 
People’s use of shops and services, their friendships and other 
personal ties, do tend to focus—among other ways—into “ neigh- 
bourhoods ”’ of, in the case of Dudley, from 5,000 to 10,000 (in 
one case 15,000) inhabitants. Dudley neighbourhoods differ 
greatly in their effectiveness in thus focusing their inhabitants’ 
interests and serving their needs. If the defects could be cured 
only by complete physical reconstruction there would be little 
hope; for, except in the worst blighted areas, complete recon- 
struction is not practical politics. But there is in any case no need 
of it. Most of what is needed to make neighbourhoods effective 
can be done, so far as physical development is concerned, by quite 
modest schemes of regrouping shops, building community centres 
and improving open spaces. Elbow-room for such schemes is 
offered by the patches of derelict land which abound in Dudley, as in 
the rest of the Black Country ; an opportunity as well as a problem. 

The local authority needs also to do more to stimulate the 
initiative of people in each neighbourhood, since the integration 
of a neighbourhood is a function of the extent to which people 
actively participate in its life. This is in fact the keynote of the 
Survey. The authors examine the possibilities of stimulating 
participation under such headings as education (including com- 
munity centres), housing, health services (perhaps on the lines of 
the Peckham Experiment) or the Youth Service; and, generally 
and especially, through neighbourhood associations. They also 
bring out the strength, in spite of a gross lack of shops and services, 
of local attachment in a recently developed neighbourhood most 
of whose people had freely chosen to live there. This is in 
striking contrast to another estate to which families have come not 
from choice but through their place on the Council’s housing list ; 
many of them, to make matters worse, being far from enthusiastic 
at having to share their estate with people moved from the slums. 

The second question, on industry, is less fully answered, for 
reasons outside the investigators’ control. Their terms of refer- 
ence were limited to Dudley. But Dudley is, industrially, an 
integral part of the Birmingham-—Black Country conurbation, 
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and the report has simply to say that the question of the right 
balance of industries for the town can be answered only by 
reference to the conurbation asa whole. Nevertheless, the Survey 
is able to make some useful points. A strong case is shown for 
re-grouping the small plants typical of Dudley onto trading estates. 
The fact that 40 per cent of the town’s workers are employed 
elsewhere seems to improve rather than damage its social life. 
An exception is the trade union movement, whose contribution to 
Dudley life is hampered by centralisation in Birmingham. 

The sections dealing with problems of the family are the least 
satisfactory in the book. It is important to the local authority, 
and of some general interest, to know that Dudley has a 25% 
shortage of houses, but relatively few old people, and no such 
bulge in the school population as worries education authorities 
elsewhere. Some of the technical methods employed to clear up 
these points are novel and of interest elsewhere. But the ques- 
tion of the family’s role in the neighbourhood is never fully or 
clearly formulated, and many of the chief issues it raises 
are touched on only superficially, if at all. Examples are the 
question of the place of grandparents in the home, of home owner- 
ship and the family’s stability in one house, of the family’s par- 
ticipation as a unit in neighbourhood life; the possibility, as in 
France, of family movements providing their own district or 
neighbourhood services on a co-operative basis; or the question 
of the relation between rent rebates and family allowances. 

Certain pioneers of town and country planning, and notably 
Patrick Geddes, regarded planning as the key service of local 
government. This was not because it covers all of local govern- 
ment, or local life. It is in fact concerned directly only with the 
bricks and mortar aspects of land use. It was rather because the 
planning survey provides a convenient starting point for a general 
review of a town’s life, and for an effort to mobilise all the forces, 
public or private, which can contribute to its physical or social 
development. In answering their fourth and last question 
(“‘ how is it to be done ? ”’) the authors of the Survey take a similar 
view. Their approach illustrates the tendency for the accent of 
local government to shift, in the last few years, from the provision 
of often somewhat miscellaneous services to planning for the 
general welfare of each local community, and from physical to 
“‘ community-building ” services. It is also typical of much 
recent thinking on the problem of what is to follow the Welfare 
State. Individualism and competition, overall planning and 
direction are all useful in their place. But experience shows that, 
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for efficiency and personal interest and development alike, it is 
necessary to find ways and means of increasing personal participa- 
tion in decision-making beyond the level reached under plain state 
or municipal planning, without falling back into crude individual- 
ism. This involves exploring a third set of possibilities, concern- 
| ing the role of such intermediate groups as the family, neighbour- 
; hood, firm or profession, and of educative and consultative 
mechanisms. This is the direction in which both social policy 
and social science are moving, and the Dudley Survey is one of 

j many signs of the way the wind is now blowing. 
One can only welcome this trend. It does, however, raise 
' certain problems of presentation. Nature, modern science 
L explains, proceeds by jumps. So—and not only judging by the 
3 experience of 1944-49—do politicians and administrators. But 
) the politicians’ and administrators’ jump has to be carefully and 
lengthily prepared if it is not to end in disaster. The role of 







































r applied research is not merely to reach what might be called 
3 laboratory conclusions. It is also to help the practical man to 
2 work through his problems, starting from not only the facts but 


the concepts (often the myths) with which he is familiar. He 
needs not merely answers, but help in defining his problem. 


1 The Dudley Survey is an admirable example of the correct 
r approach. One can see, at the end of the road down which it 
1 points, revolutionary developments in both local and national 

government. The authors hint at a world where it will seem 
y nonsensical for houses to be built or managed by Councils, rather 
] than tenants’ or owner-occupiers’ co-operatives; for community 


centres to be financed or controlled by a Borough, rather than by 
ward or parish councils for the areas they serve; for trading 


e estates to be anything but co-operative societies of the employers, 
] workers and local authorities concerned with them; a world 
\ where health centres will look very like the Peckham Experiment, 
1 and very unlike the National Health Service or municipal clinics. 
n But all this is between the lines. There is no overt incitement to 
r revolution. There is merely a clear, sober, eminently acceptable 
f and even sometimes rather timid statement of what the Borough 


n Council can do next. Let us hope that Liverpool University 
e will in due course tell us of the sequel; of how the Council’s ideas 
") change as experience accumulates and the new perspectives open 
h out, and of how the applied research worker can follow up his 
e - initial contribution by clarifying and accelerating this further 
d 


process of thought. 
6 MicHaEL P, Foaarty 


Cardiff. 
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The Cost of Health. By F. Roserts. 
Press, 1952. Pp. 200. 16s.) 


THE first ten chapters of this book give a vivid and vigorous 
account of the evolution and expansion of medicine in recent 
times. Dr. Roberts summarises in brisk English free from jargon 
just what the sociologist and administrator want to know. 
Down to the nineteenth century the physician and the surgeon 
alleviated pain a little, patched up injuries, persuaded a few 
patients to lead healthier lives. But on the whole they had little 
influence on the health of nations. Plague and pestilence still 
took their toll, populations increased slowly, expectation of life 
remained brief. Then science began to influence medicine. 
Public sanitation and compulsory innoculation almost wiped out 
cholera, smallpox, typhoid. Cleanliness and asepsis in nursing 
and midwifery played their part. Populations multiplied, the 
expectation of life increased. Science applied to medicine had 
definitely improved the public health. 

By the end of the century the Universities made a small 
beginning with medical research, which had hitherto been left to 
individuals who had leisure and means as well as aptitude. 
“ Clinical medicine, however,” says Dr. Roberts, “‘ held aloof con- 
tinuing its empirical tradition.”’ Perhaps he is recalling his own 
student days when he writes: “Clinical judgment of the old- 
fashioned kind, the oracular pomposity with which it was often 
delivered and the deference which was its due were prerogatives 
of the masculine mind to be defended at all costs from feminine 
intrusion.” 

Once it had gained its foot-hold, science was not to be shaken off. 
Indeed, it progressed at an accelerating rate; but the public, and 
even the administrators, were not aware of what was going on in 
the laboratories. Lord Beveridge’s calculations of the cost of a 
National Health Service, based upon the experience of preceding 
years, were out of date before his Report was printed: not merely 
because of rises in prices, but because of the immense leap forward 
which medicine was ready to take once the war was over. ‘ The 
progress achieved in the last five years,” says Dr. Roberts, “ has 
been stupendous ”’; and he proves his case. 

Charts and tables based on records of Addenbrooke’s Hospital, 
Cambridge, the Central Middlesex Hospital and the Royal In- 
firmary, Edinburgh, illustrate the growth in numbers of X-ray 
and pathological examinations, enumerations of blood corpuscles 
and blood analyses, waiting lists for hospital admissions and the 
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mounting cost per patient. They all show much the same trend— 
and so does the cost per patient at the municipal hospital in Oslo. 
The curves mount slowly from 1920 to 1942, and thereafter soar 
upwards. There is a similar growth in the numbers employed in 
hospitals. Evidently the National Health Service inherited but 
did not cause the revolution. Nor was it a sudden outbreak of 
“ something-for-nothing ” malingering after the establishment of 
the Service which upset the estimates. It is not merely that 
penicillin, aureomycin, streptomycin, X-rays, isotopes, electro- 
cardiographs and so on are costly to make. Their full application 
and most effective use require hospital attendance by the patient, 
and above all an increasing army of technicians—radiographers, 
electrocardiographers, theatre technicians, laboratory technicians, 
even ‘“‘ V.D. technicians ” !—in addition to doctors, nurses and 
record clerks. Sixty per cent of the cost of the Health Service is 
the cost of hospitals; and, of the latter 60% is the cost of staff. 
The service had been launched upon a rising tide which would 
have swept it forward however prescient the navigator. 

Does the gain in prevention of disease and restoration of 
health and earning capacity outweigh the greatly increased cost ? 
Perhaps Dr. Roberts would not answer this question with an un- 
qualified “‘ no ”’; but he warns that we are very near the point, if 
we have not already reached it, where continued expansion and 
further expenditure must yield a rapidly decreasing return. 
Tuberculosis, malaria, venereal disease and many other killing or 
seriously disabling afflictions are being conquered as smallpox and 
diphtheria were not long ago. But the end of that sort of achieve- 
ment is in sight. These are acute diseases. When we cure them 
we benefit the young more than the old, and for the time being 
increase the working and productive population. But there 
remain the chronic diseases, which “ are due partly to the slow 
cumulative action of the environment, but chiefly to innate 
weaknesses which are inherited, and they are associated with the 
natural process of senescence.” As the number of the elderly 
and aged grows so the volume of sufferers from these diseases 
grows. Medicine cannot cure them, it can only prolong the life 
of the sufferer. Senescence may be prolonged: it cannot be 
prevented. The number of aged non-producers steadily increases. 
The justification for such prolongation is humanitarian, not 
economic. So Dr. Roberts concludes that “‘we are rapidly 
approaching the time when humanitarian demands can be satisfied 
only by inroads upon our resources prejudicial to our standard of 
living. ... A free and comprehensive health service is a noble 
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ideal, but one which the country cannot under existing conditions 
attain.”’ 

This interesting general thesis is expounded with skill and 
vigour in the first ten chapters of the book. If at that point Dr, 
Roberts had put his problem to someone well trained in economics 
and with a knowledge of public administration, the book would 
have been of great value to future Ministers of Health. Un- 
fortunately he ventured into the administrative field unaided. 
The last part of the book, apart from the summary final chapter, 
is a jumble of obiter dicta unwarranted by evidence, of amusing 
and sometimes useful jottings about extravagances in the Service 
committed by doctors for which blame is laid upon the patients, 
and of arguments founded upon irrelevant statistics. Though 
97°, of our population use the Health Service and less than half 
the population are contributors to National Insurance, though the 
Health Services are set up by two Acts of Parliament which are 
entirely separate from the Insurance Acts, Dr. Roberts is deter- 
mined to believe that the National Health Service is a form of 
Health Insurance. He knows perfectly well that the Service, 
which spends more than £470 million a year, receives an appropria- 
tion in aid of only about £40 million from the Insurance Fund 
(though in the table in the Appendix he refrains from mentioning 
this). Yet he asserts: ‘‘ Private insurance companies honour 
their undertakings or go out of business. How the State has 
defaulted needs no emphasis . . . premiums, however, were and 
are compulsory !’’ Elsewhere he says that “ the first year of the 
National Health Service saw a rise in absenteeism in the Royal 
Ordnance factories from 2-6 to 5-9°%, a fact which could not be 
accounted for by epidemics.”’ The implication is that it could be 
accounted for by the establishment of the Health Service. ‘The 
accuracy of such a conclusion could easily have been checked by 
comparing these figures with the movement in all claims for sick- 
ness benefit in the same period. In fact, of course, it was not the 
availability of free treatment by the Health Service which pro- 
duced this result: it was the institution by the Ministry of Supply 
of a new system of paid sick leave. 

It is unfortunate that the latter part of the book prolongs the 
misunderstandings and perpetuates the atmosphere of ill-temper 
and wild allegation amid which the Service was established. 
Nobody whom I have ever met believes that the sky is the limit in 
Health Service expenditure. Few engaged on its administration 
have failed to see that there must be priorities: indeed, in- 
sistence upon priorities explains the great achievement in the 
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devotion of resources to the treatment of tuberculosis and the 
growing emphasis upon rehabilitation after most forms of hospital 
treatment. But the determination of priorities must proceed 
with the objectivity and freedom from sentimentality which 
distinguish the first part of this book and disappear in the 
second. 
Himary A. MArRQuaNnD 
London. 


The Economics of National Insurance. By Atan T. PEAcocK. 
(London : William Hodge, 1952. Pp. 123. 8s. 6d.) 


TuE place and purpose of the social services in the general 
structure of the economic system has received far too little 
attention from economists. At one extreme we have Professor 
Seymour Harris’s Economics of Social Security, in which The New 
Economics runs riot; at the other the Beveridge Report and its 
satellite literature, which is more concerned with administrative 
and financial detail than with economic principle. At a different 
level there are some useful statistical studies of the redistribution 
of incomes through public finance. On the fundamental 
questions, however, we have very little guidance: Of what 
significance is the share of the social services in the total national 
income, in money, or more important, in real terms? What are 
the relative merits of discriminate and indiscriminate benefits, of 
money benefits and benefits in kind? What are the respective 
roles of budgetary and extra-budgetary funds in the finance of the 
social services? Above all, what sort of welfare criteria do the 
social services pursue, and are they mutually compatible? Mr. 
Peacock helps us with some of these questions by “ using the tools 
of economic analysis in order to clarify the operation of a particular 
financial institution controlled by the State ” (p. 124) namely, the 
National Insurance Scheme. 

The author shows clearly that the Scheme is insurance in 
little more than name. Its principles have nothing in common 
with those of private insurance, and the continuous growth of the 
Exchequer contribution, financed out of general taxation, has 
already destroyed any actuarial relationship between contribu- 
tions and benefits and made the Fund an integral part of Govern- 
ment fiscal and social policy. Similarly, the National Insurance 
(Reserve) Fund is a reserve in little more than name, since the 
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substantial annual surpluses which have gone into it have been 
used to buy Government stocks and support Government issues. 
The reserves are therefore completely under Treasury control, 
they can be “ cashed ”’ only by raising new Government loans or 
new taxation, and they are subject to political pressure on two 
sides : the beneficiaries believe that the reserves could be used to 
increase benefits; the Government regard them as an important 
element in extra-budgetary finance. Finally, Mr. Peacock 
examines the Rhys-Williams and Liberal Party schemes for the 
reform of social-security finance and presents some calculations of 
his own. 

These conclusions about the true nature and significance of 
the national insurance scheme are indisputable. The reader may 
feel that Mr. Peacock is over-anxious to get them off his chest—the 
early chapters abound with “ as we shall see ”’ and the later with 


“as we have seen.”’ He may also complain that Mr. Peacock, 
unintentionally perhaps, gives the impression that the chief cause 
of the trouble was the naiveté of Lord Beveridge, whereas in fact 
it was the inflationary policy of the post-war Governments. 
Take away the pressures caused by rising prices, the demand for 
higher pensions without higher contributions, the public concern 
about subsistence standards, the Government’s manipulation of 


the reserve funds; and an independent scheme based on stable 
money values, which could reasonably be called insurance, is 
conceivable. But, for all that, the present state of affairs is un- 
doubtedly as Mr. Peacock portrays it: the contributions are a 
regressive tax; the surplus is a compulsory loan; the reserve is a 
fiction. 

So much for the results; let us now look at Mr. Peacock’s use 
of the tools. Particularly interesting are those parts of the book 
in which the flows of income and expenditure associated with 
National Insurance are built into the social accounts. This 
method shows up very clearly the impossibility of separating 
the insurance funds from the Central Government accounts. It 
also facilitates a Keynesian analysis in which the role of the 
insurance fund in employment policy is discussed. Mr. Peacock 
examines critically the mechanism for varying contributions in 
order to control consumer demand (which was provided for in the 
Act but has not been used). He reveals the importance of the 
Insurance Fund’s annual surplus (resulting from high employ- 
ment) in budgetary policy; and the use of this surplus, for 
example by buying up “ Daltons,” to keep down interest rates. 
He reaches the nice conclusion (p. 88) that : 
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“So long as any Government is not prepared to use the 
interest rate as a weapon of monetary policy, and inflation 
is to be prevented, then this form of compulsory saving by the 
National Insurance Scheme is an expeditious if not entirely 
honest method by which compensatory policy through the 
budget can be facilitated. But so far as beneficiaries of the 
scheme itself are concerned, their main concern should not 
be the ‘ losses ’ suffered by ‘ unwise ’ Government investment 
of insurance reserves, but the effect on the real value of their 
benefits if these reserves are used to support a financial 
policy which has inflationary consequences.” 


When he turns (in Chapter V) to discuss the Insurance Scheme 
as a redistributor of income, Mr. Peacock is less convincing, for his 
tools seem to be unequal to the task. He first tries to adapt 
Findlay Weaver’s analysis (in the Review of Economics and 
Statistics in August 1950) to assess the redistributive effect of 
national insurance in 1949 as compared with 1938. Weaver’s 
conclusions, which he bears out, are very sensible: “ the benefits 
of redistribution cut across income groups and are largely related 
to consumption. . . . Those who do not smoke or drink, but 
who live in a Government owned house, wear utility clothing, use 
utility furniture and have a large family enjoy the maximum of 
benefits and pay the minimum of taxes” (p. 68). The actual 
figures, however, make such sweeping assumptions that one 
wonders whether the calculations were worth while. 

Equally unconvincing is the brief excursion into welfare 
theory on pp. 74-6. Here we have a snippet of indifference-curve 
analysis; a suggestion that, in spite of assumptions about the 
value of free choice, real benefits may produce more welfare 
than money benefits; and a rapid conclusion that there is not 
“anything clearly definable and measurable as ‘ welfare’ even 
when it is accepted that there are economic, social and political] 
aids to improving the condition of society ” (p. 76). Now, all 
this may be true, and were he simply examining the present 
mechanism of National Insurance, Mr. Peacock would be justified 
in dealing with this passage fraught with difficulty as did a certain 
Presbyterian minister: by looking it squarely in the face and 
passing on. The trouble is that the whole of his important 
final chapter on the Reform of Social Security Finance depends for 
its validity on the underlying welfare assumptions. 

In principle, his scheme originates with Lady Rhys-Williams 
proposals in 1943; in detail it is almost identical with the Liberal 
Party proposals of 1950. Briefly, he would replace the whole 
system of national insurance, food subsidies and progressive 
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taxation by a “ personal allowance ”’ of 12s. 6d. per head per 
week, plus supplementary allowances of 20s. per week for un- 
employment, sickness, widowhood and retirement. ‘The whole is 
financed by a flat income tax of 5s. in the £ on earned incomes up 
to £600 and a supplementary tax of 2s. above that level, with 
corresponding rates of 6s. 3d. and 3s.on unearned incomes. The 
main objects are simplified administration and the removal of 
some existing disincentives to effort, and Mr. Peacock gives an 
impressive account of the administrative economies that would 
arise and presents some detailed and very interesting calculations 
of the financial results of the scheme from both the Government 
and individual points of view. The scheme is open, however, to 
two serious objections : First, it is a compromise, and may give us 
the worst, instead of the best of both worlds. If there were one 
standard rate of tax and one standard personal allowance, as in 
the original Rhys-Williams scheme, incentive would be doubly 
affected : the allowance would have to be at subsistence level, 
and taxation would be severely deterrent. But as soon as we 
depart from the rigidly simplified system—a sort of national 
taking in of each other’s washing—and introduce some flexibility, 
we are back in the world of conditional benefits and progressive 
taxation, and it is difficult to say whether or not a highly com- 
plicated differential system, such as the present one, may not be 
better than the compromise of Mr. Peacock, apart from some 
administrative economies. Perhaps his only purpose is admini- 
strative economy, for the scheme appears to affect net earned 
incomes very little, except to give families with children earning 
below £400 a year substantial increases. It is obvious, however, 
from his discussions on pp. 74-6, 91-3 and 112-14, that he would 
like to draw some “ welfare”’ conclusions, if only he could 
postulate a criterion of welfare, and this he will not do because 
there is ‘‘ no generally accepted criterion.”’ 

May we suggest a way out of this difficulty which would have 
given Mr. Peacock’s book and much other writing on the social 
services, a more satisfying conclusion? We must postulate 
certain clear aims for the social services before we can discuss 
the relative efficiency of different schemes. There are at least five 
such aims, and they are not compatible: the relief of poverty 
(the provision of a money income to ensure a minimum standard 
of subsistence); the provision of real services according to need 
(health and education services, with no limits of standard—*“ the 
best possible education ”’); the reduction of inequality of incomes; 
the socialisation of income (indiscriminate subsidies, free rations 
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and “social dividends,’ by which some part of everybody’s 
real or money income is received from the State); the support 
of general economic policy (the manipulation of social-service 
benefits to promote employment, prevent inflation, etc.). 

It is impossible to carry on a discussion on the assumption that 
all these aims are not only desirable but also attainable at the 
sametime. Yet this is precisely what usually happens. A superb 
example was the discussion on food subsidies at the time of the 
general election: one contestant attacked them on the ground 
that they did not reduce inequality, another defended them on the 
ground that they did remove poverty, a third pointed out that 
their original purpose was to prevent inflation. Mr. Peacock’s 
arguments reveal the same difficulty : at one stage he is discussing 
welfare in terms of freedom of choice, at another in terms of 
equality of incomes, at another in terms of subsistence minima 
and, though he does not say so, his plans for reform assume that 
it is desirable to socialise £5,455 million of the national income, of 
which £2,090 million would be paid out in indiscriminate per capita 
money benefits. 

Surely it is legitimate and in good tradition for economists to 
take each criterion in turn, narrow and unrealistic though it may 
be by itself, and test each scheme in relation to it, leaving the 
politicians to balance one criterion against another, which is the 
very art of politics? If, for example, the purpose of the social 
services is to relieve poverty, then the most efficient system is a 
highly discriminate scheme, with means tests and as much 
individual case work as possible, to bring those below the poverty 
line up to it and nothing more. Something like this assumption 
was at the basis of the recent pamphlet (T’he Social Services : 
Needs and Means) by Iain Macleod and J. Enoch Powell. If the 
purpose is equality of incomes, the more progressive taxation we 
have, the better. If the purpose is socialisation of the national 
income, indiscriminate subsidy is completely justified. If the 
social services are to be the handmaid of general economic policy, 
we can justify the cutting of pensions in time of inflation. And so 
on. The analysis of social problems in this piecemeal fashion is 
not conclusive, but our assumptions are no less respectable than 
the usual assumptions of welfare economics, and it may be that 
this is the best we can do without ‘‘ sending for the prophet and 
the priest.”” Possibly the experts could represent the simul- 
taneous pursuit of two, or even three, of our social objectives on 
some kind of preference map, if they were first given certain 


postulates about the relative values of these objectives. But the 
No. 249.—voL. LxIII. N 
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postulates would be nothing more or less than Bergson social- 
welfare functions, and a Bergsonian regime is not everybody’s 
choice. 
WALTER HAaGENBUCH 
Queens’ College, 
Cambridge. 


The Government of British Trade Unions. By J. Goupstery, 
(London: Allen and Unwin, 1952. Pp. 10+ 300. 25s.) 


THE Transport and General Workers’ Union is by far the 
largest Trade Union in Great Britain. It is made up of many 
diverse groups, and will in effect enrol almost anyone except a 
worker for whom some other Union can put forward evidently 
superior claims. It has grown out of a nucleus which consisted 
originally mainly of dockers ; and its transport section remains the 
most highly organised and the most closely knit. To the original 
nucleus have been added by a mixed process of amalgamation 
and growth not only many other kinds of transport workers but 
also large groups occupied in engineering, chemicals, building, 
quarrying, flour-milling, agriculture, fishing and a host of other 
industries and callings. It has on paper a highly democratic con- 
stitution resting on a mixed system of grouping by area and by 
industry, with the control of finance and the power to authorise 
strike action concentrated in a general Executive Council which 
represents both these groupings. [inal authority rests in theory 
with a biennial delegate conference, but this body cannot in prac- 
tice do much more than amend the constitution and adjudicate 
through its special Appeals Committee in cases arising out of 
conflicts between members or branches or groups and the Exe- 
cutive. The other notable feature of its Constitution is that all 
its full-time officials, with the exception of the General Secretary, 
who is popularly elected, are appointed by the Executive Council 
and work directly under its auspices. 

The Transport and General Workers’ Union has at present 
well over a million and a quarter members, of whom the great 
majority belong to the less-skilled types of workers. Its contri- 
butions are low, and it provides only a narrow range of benefits. 
It is in effect almost exclusively a negotiating body, acting some- 
times alone, but in many industries in conjunction with other 
Unions representing the more skilled or specialised workers. 
These conditions throw in practice a great deal of power into the 
hands of its full-time officers, not only because of the growing 





1953] GOLDSTEIN : GOVERNMENT OF BRITISH TRADE UNIONS 179 


centralisation of bargaining processes but also because they alone 
are equipped to handle the affairs of the highly miscellaneous 
groups of which many of the branches are composed. 

Such a Union is far from typical of the Trade Union movement 
as a whole, though the Transport and General Workers’ Union 
closely resembles its rival, the General and Municipal Workers, 
and these two between them account for over two million out of 
the eight million Trade Unionists affiliated to the Trades Union 
Congress. It is only to be expected that in a vast miscellaneous 
Union consisting largely of less-skilled workers democratic par- 
ticipation will be in practice at a lower level than in more closely 
knit Unions of a more homogeneous type. Indeed, the title 
which Mr. Goldstein—who is an American research student—has 
given to his book is somewhat misleading. He has investigated 
only this one Trade Union, and a large part of his book is concerned 
only with a single branch which contains less than 0-1°% of the 
Union’s members. The branch which he has specially studied 
may or may not be typical of the Union of which it forms part; 
the Union may in certain respects, but certainly does not in all, 
resemble Unions of different types. However valuable the light 
which Mr. Goldstein’s work has thrown on the Transport and 
General Workers’ Union, it would be most unsafe to conclude 
without further investigation that the Trade Union movement 
as a whole displays similar characteristics to anything like the same 
extent; and it would even be quite unsafe to apply what he says 
about the particular branch of which he became a member to all 
the sections of which the Union is made up. 

Within the limits of the investigation, however, certain very 
startling facts do emerge. The most startling of all is the rate of 
turnover to which the membership of the Transport and Genera! 
Workers’ Union is subject. In the Union as a whole in recent 
years the average proportion of members lapsing from membership 
each year has exceeded one-third of the total membership, and 
even before the War, when the total membership was much 
smaller, it was over one-quarter. This has meant that in each 
year new members have accounted for well over one-third of the 
total, and that a relatively small proportion of the members have 
contributed regularly to the Union long enough to be qualified for 
holding any office init. Indeed, a quite high proportion have been 
disqualified from voting or receiving benefits. This extraordi- 
narily high rate of turnover is a consequence partly of members 
again and again lapsing and rejoining, but even more of the con- 
stant falling-away of members and enrolment of new members in 
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their place. ‘The rate of turnover varies greatly from one section 
of the Union to another. In the docks section the average rate 
of lapse from membership is only 11-6°%, whereas in the building 
section it is as high as 84%, and in the general workers’ section, 
to which the branch specially investigated belongs, just under 40%, 

This remarkable rate of turnover means that the Union is 
bound in practice to be run by a minority of the membership, 
but Mr. Goldstein shows that the numbers actually participating 
in any active sense in the control of the Union’s affairs forms only 
a tiny fraction of this minority. In the branch specially studied, 
which may not be typical, the active members, even quite widely 
defined, would not number more than 2%, out of the 1,000 forming 
the branch, and a high proportion even of those who had been 
members for more than a year had never attended a branch 
meeting, and depended for their contact with the Union entirely 
on the particular shop steward whose job it was to collect their 
contributions. Mr. Goldstein also makes it plain that in this 
particular branch a high proportion of the members had joined 
the Union mainly because other people had joined it too, and 
took hardly any interest in its affairs, leaving a tiny minority of 
“ activists ’’ to conduct the affairs of the branch, with no attempt 
to control their doings. This, of course, made it easy for any 
active minority to capture the branch, and the particular branch 
studied was in fact mainly in the hands of a small group of Com- 
munists until the Union at its delegate Conference decisively 
excluded Communists from the right to hold office. The control 
then passed, Mr. Goldstein tells us, into the hands of Labour Party 
members, but these appear to have been largely the same persons, 
who had resigned from the Communist Party in order to escape 
the ban. 

Although Mr. Goldstein’s study can by no means be taken as 
generally applicable to British Trade Unions, or indeed as fully 
valid even for the Transport and General Workers, his investiga- 
tions do raise certain very important issues: Is it desirable that 
there should be these vast Unions enrolling a highly miscellaneous 
body of members and run in effect by permanent oflicials and 
locally by tiny branch oligarchies easily open to capture? Such 
Unions are bound to be regarded by the main body of members 
chiefly as business organisations whose paid officials are responsible 
for the maintenance and improvement of working conditions— 
that is, where the members give any thought at all to what the 
Union is for. In the old days of localised bargaining the position 
was considerably different, because the Union member had then 
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a much more direct concern with what was being done on his 
behalf, and there were many fewer permanent officials to whom 
the tasks of negotiation could be consigned. It is clearly im- 
possible to go back to the old localised methods as far as general 
issues of wages and hours are concerned, but Mr. Goldstein is 
surely right in suggesting that the weakest link in Trade Unionism 
to-day is that which connects the organised factory or work-place 
group with the branch or district organisation of the Union, and 
that if Trade-Union democracy is to be made more real the 
improvement must begin at the factory level, with greater par- 
ticipation in factory meetings and wider powers for shop stewards 
and works representatives directly chosen by the workers in their 
face-to-face groups to adapt national agreements to the conditions 
of particular establishments. 

Mr. Goldstein’s book makes very depressing reading for anyone 
who wishes to regard the Trade Union as the instrument of 
industrial democracy, but the situation is perhaps not quite so 
depressing as Mr. Goldstein, studying an extreme case, makes out. 
A comparable study of the Mineworkers, or even of the Engineers, 
would probably yield substantially, though by no means entirely, 
different results. It is to be hoped that other Unions will not be 
discouraged from allowing such studies to be made by the some- 
what uncritical use to which Mr. Goldstein has put his statistics. 
As statistics, these are sound as far as they go, and competently 
handled; but the conclusions which he draws from them are not 
always fully justified—much less to be taken as a fair statement 
of the position of British Trade Unionism as a whole. 

G. D. H. Cote 
All Souls College, 
Oxford. 


University of Birmingham Studies in Economics and Society. 
Monograph A 1. Incentives and Work Analysis. By W. 
BaLpamvus. (Pp. 78.) Monograph A 2. Labour Turnover 
under Full Employment. By Joyce R. Lone. (Pp. 134.) 
Monograph A 3. Absence under Full Employment. By 
Hitpa BrEHREND. (Pp. 139.) (Birmingham: Faculty of 
Commerce and Social Science of the University of Birming- 
ham, 1951. 15s. or $2.00 each.) 


THESE three monographs, although by different authors and 
dealing with different subject matter, have a marked element in 
common. In each of them an industrial problem affecting 
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economy in production is studied and an attempt made to dis- 
cover the various factors involved in the general result. In each 
case these causal factors are found to be multiple, some operating 
in some cases and some in others. Such a result is not in favour 
of the sweeping assertions that are sometimes made about an 
unfavourable industrial situation. It does, however, yield 
valuable information for the industrialist who is anxious to find 
out the real facts. 

Dr. Baldamus finds that an unpleasant physical environment 
can be adjusted, provided the conditions of work and the social 
relations do not place an undue strain on the worker. He lays 
emphasis on what he calls “ traction,’ by which he means the 
feeling of being drawn towards an activity. This is closely related 
to rhythm and ease of movement. It means that the worker is 
to some extent carried along without undue effort by the traction 
of the process, because the process is so arranged and the social 
situation in the factory is such as to make the activity mildly 
pleasant. 

Dr. Long points out that labour turnover is more common 
among the unskilled and where there are other opportunities for 
employment. It is also affected by the distance from town and 
the facilities for getting to work. More careful selection would 
tend to lower it and also a more systematic introduction of the 
young worker to factory life. 

Dr. Behrend’s work shows how many different causes are in- 
volved in absence from work and also the considerable variation 
in the absence rate from factory to factory. When this is unduly 
high the causes can be examined in the way used in this investiga- 
tion and possible remedies suggested. 

These three monographs portray an interesting line of research 
in relating objective industrial situations to their various sub- 
jective causes. The authors point out that further research is 
necessary before some of the conclusions can be regarded as valid, 
and this is true, but what is really important is the method used, 
and this has great possibilities for further research. 


KE. FARMER 
The Psychological Laboratory, 
Cambridge University. 
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How the Civil Service Works. By Boswortn Monok. (London : 
Phoenix House, 1952. Pp. 258. 25s.) 

THE government of this country has been described as a 
parliamentary bureaucracy. But we are singularly ill informed 
about how the bureaucracy works. Most of the books about the 
Civil Service have been written by retired senior civil servants 
and have adopted, perhaps without intention, an attitude of 
defence and self-justification rather than of critical analysis. 
Mr. Monck during the war years was an ebullient and effective 
“temporary.” At the time that he wrote this book he was 
chairman of the Fabian Society group which made a study 
entitled Reform in the Civil Service. His analysis of the Civil 
Service starts, very naturally, from the angle of one who wishes 
to see created an instrument for the carrying out of socialist, as 
well as any other, policy. But he is wise enough and experienced 
enough to appreciate and explain the doctrine of the political 
neutrality of the Civil Service and to see how a Civil Service must 
operate in a world in which the electors do not return the same 
party every time. 

The second half of the book (Part V) is an account of the 
functions and organisation of all the various government depart- 
ments. It is full of thoroughly useful information, not only for 
those who are unlettered in these things, but also for those who 
may think they know most of it already from an excess of past 
experience. The more stimulating first half of the book (Parts 
I-IV) deals with the general issues: who the Civil Service are 
and how they are recruited; the methods of financial control; 
the organisation of government; the relation of the Civil Service 
to the political masters. Mr. Monck has probed well below the 
surface, and brings out certain things with great clarity. The 
Civil Service is a huge pyramid. In 1950 thirty-four Permanent 
Secretaries, and sixty-nine Deputy Secretaries, with well under 
3,000 others in the Administrative Class, were the apex of the 
organisation ; the middle level was composed of just under 70,000 
in the Executive Class; there were 300,000 in various clerical and 
typing grades. To those must be added a little over 100,000 in 
various professional, scientific and technical cadres. The shaping 
of policy lies mainly within the 3,000; its application chiefly 
with the 70,000. It is the selection, training and leadership of 
these that can make the Civil Service good or bad. 

As to the selection, Mr. Monck is fairly content. He gives a 
lively account of a ‘“‘ house party ”’ and seems satisfied that, 
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given the age and general policy of recruitment, the system gets 
the best men and women. He is reasonably satisfied with the 
internal opportunities for promotion from grade to grade. He is 
less satisfied that there is enough coming and going between the 
Civil Service and the outside world, and would like to see more 
use made of the existing, but virtually unused, arrangements for 
civil servants to take approved employment outside for a period 
of years. 

But the most stimulating chapter is that on the public service 
and the government of the day. Mr. Monck probes the problem 
of the enthusiastic minister with a policy and the reputedly 
conservative Civil Service. He rightly, I think, exonerates the 


Civil Service of any desire to put spokes in the wheels: “I do 
not seriously believe that the Civil Service hampered the Socialist 
Government in what it tried to do.” But he equally rightly 


insists that there is no real line of demarcation between policies 
and administration. A minister cannot expect to be able to lay 
down a policy on political grounds without reference to administra- 
tive possibility. Nor would a good minister wish to do so. The 
much more difficult problem arises when a minister without a 
formulated policy is confronted by a department of whose affairs 
he has no prior knowledge. With this problem Mr. Monck does 
not deal nearly as fully as its importance justifies. For many 
departments now require a complex and detailed professional 
knowledge for their proper administration. How far is it the 
function of the Civil Service to create policy for a minister? 
How far should a department have a long-term departmental 
policy, in some sense independent of minister and ministerial 
parties? The answer is not always obvious, either in the eco- 
nomic field or in such cases as education or colonial development. 

The proper place of the Civil Service in making policy leads 
one inevitably to the closely associated problem of the function 
of the party organisations. Is there a place, or is there not, for 
advisers, who would share and help to develop the political 
preconceptions of ministers and who would fall with their 
ministers? The Civil Service itself has always, and with some 
justification, been frightened of such private armies, and has 
felt that divided counsels, in which one group bears none of the 
accountability, would break down the mutual confidence of 
minister and civil servant. Mr. Monck is non-committal. He 
shows the full extent of the powers that already exist to bring 
persons with special qualifications into the Civil Service either on 
a permanent or, much more easily, on a temporary basis. 
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This is a useful addition to the very limited literature of how 
our system really works in practice, which is often singularly 
different from how it should work in theory. 

AusTIN RoBINSON 
Sidney Sussex College, 
Cambridge. 


The Cost of Industrial Movement. By W.F.LutTtTRetL. National 
Institute of Economic and Social Research. Occasional 
Papers XIV. (Cambridge: Cambridge University Press, 
1952. Pp. vi+ 104. 18s.) 

Costs in Alternative Locations : The Clothing Industry. By D.C. 
HacvueE and P. K. Newman. National Institute of Econ- 
omic and Social Research. Occasional Papers XV. (Cam- 
bridge: Cambridge University Press, 1952. Pp. vii + 73. 
12s. 6d.) 

Botu these reports summarise the results (in the case of 
Mr. Luttrell’s book the interim results) of closely related inquiries, 
sponsored by the Board of Trade through the “‘ Clay Committee,” 
into industrial location problems. The second mentioned above 
was carried out at University College, London, and the first was 
undertaken by the National Institute of Economic and Social 
Research. 

Messrs. Hague and Newman have set out to discover how the 
private costs of certain London clothing firms have been affected 
by having been induced to set up plants in Development Areas 
(usually South Wales). They suggest, reasonably enough, that 
the relevant comparison is between the actual costs of an actual 
branch in a development area and the hypothetical branch which 
would have been established at the preferred location—the 
preferred location in all cases being one near the main factory in 
London. (These hypothetical costs had to be largely estimated 
from the costs of the London factory. This obviously introduces 
difficulties, since products, production methods and types of 
labour might all have been different.) So far as possible, of course, 
the comparison was confined to costs likely to be affected by 
locational factors. 

Mr. Luttrell’s problem is rather different, although he is also 
concerned with the economics of branch factories and restricts 
himself to private costs. He wishes to know how a firm’s costs 
are affected by opening branches elsewhere (taking work to the 
workers) rather than by expanding production at the main works. 
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Various subsidiary questions also suggest themselves. For 
example, how long is it likely to be before a branch can be expected 
to be producing as cheaply as the parent establishment; why 
does the experience of different branches differ, ete.? For most 
of the cases he considers Mr. Luttrell makes three comparisons : 
first, a comparison of the actual unit costs of production at the 
main works with those of the branch over a period of years; 
second, a comparison of the cost of production at the branch 
with what it would have been if the branch output had been 
produced at the main works—this involved the assumption that 
labour would have been available at the main works which, of 
course, it was not; and, third, a comparison of the financial 
position of the firm (main works and branch) with what it would 
have been minus the branch and with no corresponding expansion 
of output at the main works. 

Messrs. Hague and Newman approached twenty-eight firms 
(of which twenty-one supplied some information), but only four 
supplied sufficiently detailed information on costs for satisfactory 
comparisons to be made. The results show that firms have not 
been significantly affected by having been induced to establish 
branches in a development area rather than in London. Differ- 
ences in the actual costs of the development area branch and the 
hypothetical London branch were generally less than 1°, on 
turnover and actually varied between 0-25°% in favour of the 
development area factory and 3% against it. Mr. Luttrell’s 
interim report is mainly based on three boot and shoe and one 
engineering case study, though his conclusions are partly based 
on other cases for which full details are not given. Except in 
one case of a long-established branch, the branches are shown to 
be at a cost disadvantage with the main works—a disadvantage 
which narrows as time goes on, but is still of the order of 20°, 
after a few years. The results also indicate a saving in unit 
costs of 25-30%, if output had been expanded in the main works 
and the branch not established (the second comparison mentioned 
above), but in each case the establishment of the branch had 
resulted in a net gain to the firm in the sense indicated by the 
third comparison mentioned above. 

We obviously cannot base any sweeping conclusions on such 
restricted data. Even within the field surveyed too many 
assumptions have had to be made, too many rough approxima- 
tions established and too many relevant variables left out of 
account. The data set out by Messrs. Hague and Newman 
suggest that firms have not been penalised by having been diverted 
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from a preferred branch site to a development area. (It needs to 
be carefully noted that in the Hague and Newman report the 
establishment of a branch somewhere is taken for granted—the 
question is whether it is best established (from the firm’s point 
of view) in a development area or near the parent establishment ; 
Mr. Luttrell in effects asks if it is a good idea to have a branch 
at all.) But there are reasons (set out by the authors) for sup- 
posing that the clothing industry is very well suited to a develop- 
ment-area location. Mr. Luttrell’s work invites the conclusion 
that it has been costly to firms to take work to the workers. 
(Indeed, it looks as if we should now inquire whether it would 
be more economical to take the workers to work, though social 
costs could hardly be ruled out in this case.) But here again the 
results are suspect, since hints are given that ‘ extraneous ” 
factors have had a great deal to do with the results, e.g., the 
quality of the supervision (p. 33) and the scale of output (p. 40). 

But even if we have not been provided with a sufficiently 
substantial basis of facts from which to generalise, the authors 
have produced some excellent by-products. Messrs. Hague and 
Newman have written an excellent short account of the main 
structural features of the clothing industry, and Mr. Luttrell, 
in probing the reasons for the different experience of different 
branches, has shown the importance of proximity to the main 
works, of careful training arrangements and of having a nucleus 
of people available who know the trade. But perhaps the greatest 
value of these reports is in their pioneering work on method. 
The very considerable difficulties involved in this type of research 
work are laid bare, and a start has been made in developing 
techniques which may go some way towards resolving them. 

Some criticisms may be ventured. It is much to be hoped that 
these inquiries may later be extended beyond the limits of private 
costs, since policy is so often justified by reference to social 
costs. Also, Messrs. Hague and Newman argue that since 
employment is down (on 1939) and production is up, productivity 
is therefore up and that this may be due to line-production 
methods. One would have thought that productivity per hour 
or per shift was relevant in this case and that one can say little 
about this on the basis of average employment and (annual ?) 
production figures without also considering regularity of employ- 
ment. One also feels some doubts about Mr. Luttrell’s method 
for adjusting for different types of product, though it is not easy 
to suggest a better and practicable method. 

These, however, are matters of detail. Both books are to be 
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highly commended as adding significantly to our knowledge of 
the facts in a field of study where so much has formerly been 
based on guess-work. They both have the supreme merit of 
setting out precisely the questions to which an answer is sought 
and of marshalling their facts accordingly. The limits of their 
inquiries are inevitably narrow, but a valuable trail has been 
blazed. 
A. BEACHAM 


Aberystwyth. 

















NOTES AND MEMORANDA 


FORECASTING From ECONOMETRIC EQUATIONS : 
A FurtHer Note on DERATIONING ! 


In a recent issue of the Economic JouRNAL there appeared 
a number of estimates by Mr. Houthakker and Dr. Tobin of the 
free demand for rationed foodstuffs based on an econometric 
extrapolation of pre-war experience. In the subsequent dis- 
cussions that have taken place to assess the statistical reliability 
of the results presented there, a number of points have emerged 
which may be of interest to those who are concerned with the 
interpretation and application of similar methods of forecasting. 

The method used was to estimate the parameters in the 
demand relationships by combining pre-war family budgets with 
time series of consumption, income and prices for the period 
1920-38 and to insert into these relationships the changes in 
prices and incomes that had taken place between 1938 and 1951. 
The resulting forecast of free demand was compared with the 
supplies available in 1951 to decide whether there was a surplus 
or a deficit. The possible errors which are associated with a 
forecast of this nature may be listed under three main heads : 

(1) There may be errors of measurement in the variables in 
so far as time series of aggregate consumption are estimates based 
on a wide variety of sources. These errors may be present (a) 
in the base period, when they will affect the reliability of the 
estimated demand relationship, and (b) in the forecast period, 
in which case there may be the additional complication that since 
the values of the determining variables are not known in advance 
they will have to be estimated on a less-reliable basis. 

An example of both these points arises in the estimation of 
the average level of the real income of consumers. This is esti- 
mated by dividing average money income by an index of the cost 


1 The preparation of this note has benefited from discussions with Mr. J. A. C. 
Brown of the Department of Applied Economics in Cambridge and with Mr. J. L. 
Nicholson of the Central Statistical Office. 

* “Estimates of the Free Demand for Rationed Foodstuffs,” by H. S. 
Houthakker and J. Tobin, Economic JournatL, Vol. LXII, No. 245, March 1952, 
pp. 103-18. 
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of living. Even if this procedure were wholly satisfactory on 
theoretical grounds, the considerable changes that have taken 
place between 1938 and 1951 will lead to some arbitrariness in the 
level of this index. Professor Allen’s recent investigations on this 
subject 1 suggests that there may be an error of 3%, and an 
estimate of the change in the level of real income between these 
dates must be subject to a similar error. 

Errors of type (b) only occur in this context in so far as 
official estimates of the national income become available with 
some delay; the values of the other variables, that is the prices of 
the commodities, are published with little delay. 

(2) In applying a pre-war demand relationship to the post-war 
market, errors may arise because of structural changes in the 
economy, or more generally, because of the possible inadequacy of 
the assumed relationship. This is particularly clear in the case 
of the meat market. Though meat is generally regarded as a 
rationed commodity, there are many varieties of meats (and meat 
products) which are unrationed; on the average about half the 
meat bought by the housewife is of this type. It is possible to 
make allowance for the fact of rationing by working with a 
‘‘ virtual” price,? but, when the situation is as complicated as 
here, there is a considerable liability of error. The difficulty is 
particularly serious in this case, since meat is competitive with 
many rationed commodities. 

Further, in analysing demand on the basis of some twenty 
annual observations it is only possible to estimate elasticities for 
the major factors responsible for variations in demand; _ those 
factors which do not account for a statistically significant pro- 
portion of the variation have to be omitted from the analysis. 
It appears to be a fact of the economic world that on the whole 
substitutional relationships between commodities are stronger 
than are complementary relationships. In conjunction with the 
principle of homogeneous demand curves, namely that the income 
and price elasticities of demand for a commodity sum to zero, it 
follows that weak complementary relationships will be relatively 
numerous. For this reason a statistical analysis of demand will 
tend to pick out substitutes rather than complements as related 
commodities, and the elasticity of demand with respect to all 
other prices will tend to be negative.® 

1 “ Index Numbers of Retail Prices,” by R. G. D. Allen, in Applied Statistics, 
1, June 1952, p. 106. 

2 vy. Houthakker and Tobin, op. cit., p. 109. 


5’ This appears to be the main point made by Mr. J. Downie in Economic 
JOURNAL, December 1952. 
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These facts are shown in Table I, which is based on a number 
of revised analyses carried out by one of us. 


TABLE I 
Distribution of Food Elasticities 





Frequency of elasticities with respect to 
pee | Other specific | All other 
| related prices. | prices. 


Range of 
elasticity. 





Income. | Own price. 





<-—2 —_— 
—2 to —l} — 
—1} to —-1 _- 
—1 to —} 
— to 0 





lol om oaal ts 





» 
~ 





322 


i) 
oa 


| 
| 
| 
| 
| 


36 | 62 | 


2 There are only thirty-two income elasticities, since in four cases the same 
estimate had to be used for both the home-produced and imported product. 





In so far as complementary commodities which are left out of 
an analysis are responsible only for a non-significant part of the 
variance, it does not seem that the considerations in the last 
paragraph on p. 10 afford any serious objection to the reliability 
of the results. 

(3) Thirdly, there are errors of estimation which can be 
numerically assessed. These errors arise from the facts con- 
sidered above, but are here considered formally. The standard 
error of a forecast from an equation may be considered in two 
parts; (a) that due to the unexplained element in the demand 
equation and (b) that due to the range of error in the estimates of 
the regression coefficients. 

(2) The demand equations from time series considered here 
are computed from first-differences of the original observations ; 
that is they are of the form 


Yer1 — Ye = Bl%ia1 — %) + E41 
where y, is consumption in year t, and x, is the value of the 
determining variable, say the price of the commodity, in year t 


1 They will be described in detail in the forthcoming The Measurement of 
Consumers’ Expenditure and Behaviour in the United Kingdom, 1920-1938, by 
Richard Stone, which will appear in the series of Studies in the Income and Ex- 
penditure of the United Kingdom sponsored by the National Institute of Economic 
and Social Research and the Department of Applied Economics. 
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and ¢, is a residual assumed to berandom.! In practice, of course, 
there will usually be more than one determining variable, but the 
simple illustration given here can readily be generalised to include 
such a case. 

A forecast for year (¢ + 1) can be obtained from a knowledge 
of y, and the determining variable; this forecast is 

Yit B(a41 we 2) 
where 6 is an estimate of 8. Another forecast can be obtained 
from a knowledge of y,_,, and this forecast is 
Yr—1 + O(a 41 — %~1) 

The difference between the two forecasts is that whereas the 
first forecast is subject to an error of ¢,,,, the second forecast 
is subject to an error of (e, +, ,) the variance of which is 
twice as great. In general, it can be seen that if the residual 
variance relevant for a prediction one year ahead is o?, the 
variance for a prediction n years ahead will be no?. The accuracy 
of the forecast thus diminishes fairly rapidly with time and, 
unless the fit of the equation is very good for the base period 
(say R?>0-9), it is not possible to make reliable predictions for 
more than one or two years ahead. To this extent econometric 
behaviour relationships are similar to autoregressive sequences 
considered in other contexts.” 


It is, of course, true that if it had been appropriate for the 
demand equation to be fitted to the original observations instead 
of to their first differences this difficulty would not have arisen. 
Indeed, if the world were such that on taking differences of the 
type (z,—az,_,) where 0<a<1 the errors were randomly 
distributed over time, the variance of a forecast years ahead, 
due to the accumulation of error terms, can be seen to be 


n—1 


2n 
25,21 a 1 
o 2a 2 -—. awe. -& spy 


This is considerably less than that obtained in a first-difference 
world (where a = 1) even if a is only slightly less than unity, and 
the advantage increases with the value of n. This is shown in the 
diagram below in which there is measured on the vertical axis the 
ratio of the variance (1) to that in a first-difference world, that is 


Via) 11—a™ 


2! —a 


Vl) n 1 —a? 

1 Cf. ‘“‘ The Demand for Food in the United Kingdom before the War,” by 
Richard Stone, Metroeconomica, Vol. 3, pp. 8-27, especially p. 16. 

2 See “Prediction from Autoregressive Schemes and Linear Stochastic 


Difference Systems,’’ by Richard Stone in the Proceedings of the International 
Statistical Conferences, 1947, vol. 5, pp. 29-38. 
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and on the horizontal axis the value of n. The curve for a = 0 
represents the world in which observations are independent over 
time and provides the limit to which all the other curves tend as 
n increases except that fora = 1. 





X=f 








Oo 
/ 2 3 


Diagram showing the variance of a forecast when errors are generated by the 
process % = aty— + « with 0 < a < 1 compared with the variance when a = 1. 


If forecasts are required for more than one year ahead it seems 
therefore to be important to investigate whether the true value of 
ais in fact as great as unity. 

(6) The variance of the forecast due to the fact that only an 
estimate of the regression coefficient is available rather than its 
true value will depend upon the variances (and covariances) of the 
regression coefficients and the extent to which the values of the 
independent variables in the forecast period have moved from 
their average value in the base period. ‘The total variance of the 
forecast } is thus given by 

oy = no” + x X XiXjo%j 
where o? is the residual variance ; nis the number of years between 
the base year and the forecast year; o;; is the covariance between 
the ** and j* regression coefficient (the mean being also treated 
as a regression coefficient); and 2; is the value of the i** deter- 
mining variable in the forecast period. 

To illustrate the magnitude of this standard error, a number 
of forecasts have been computed from the revised equations 
referred to above. These forecasts are intended to show what 
would have happened on the assumption that the pre-war equa- 
tions continued to operate in the period 1938-51, at least so far 
as the economic influences are concerned. It might be objected 

1 Cf. M. Ezekiel, Methods of Correlation Analysis (Wiley, 1945), p. 344. 

* Their main differences from those used by Houthakker and Tobin is that a 


larger number of related commodities are included as well as a trend factor. 
No. 249.—voL, LXmI. Oo 
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that in view of the changed circumstances of the war during which 
the pre-war model is known not to have held the disturbances 
could not accumulate in the manner described above. This 
assumption is, however, made here, and it is difficult to see 
what alternative hypothesis could have been put in its place. 

So far as the non-economic influences are concerned, that is 
the residual trend factor, various possibilities are open. The 
first and most straightforward procedure from the point of view 
of a statistician would be to assume that the pre-war model was 
satisfactory in this respect also. This would involve the assump- 
tion that the pre-war residual trend continued throughout the 
forecast period and would permit a relatively simple handling 
of the variances of the forecasts. This assumption, however, 
seemed unrealistic, and accordingly was not adopted. It was 
therefore necessary to guess a value of the residual trend effect 
(represented in the first difference equation by the constant term) 
appropriate to the forecast period. The second possibility would 
then be to calculate the variance of the forecasts on the assump- 
tion that the trend effect had the value attributed to it. This 
would mean that the assumed value would not involve a con- 
tribution to the variance, since it would be calculated on the 
hypothesis that this value was correct. Such calculations are of 
interest, but their results would not indicate the range of un- 
certainty believed to be associated with the forecasts. In order 
to give an impression of this, a third possibility was adopted, 
namely to place the residual trend arbitrarily at zero over the 
forecast period, and to associate with this a variance equal to the 
estimated variance of the residual trend coefficient obtained from 
the pre-war equations. 

The limits given in column (5) of Table II are accordingly 
based on this assumption. In addition, an attempt has been 





TABLE IT 
Forecasts from Demand Equations and their Confidence Limits 


(Ounces per head per week) 





] | . 
' i| | | Percentage of variance 








Consumption. I Forecast 95% ascribable to 
Commodity. = |] free confidence |———— —$—$$_—_—- 
| 1938. 1951. demand. sand | _—_ | ‘Trend. | Residual. 
a) l'e®! eo} @@m | » | © | @ ll 
Butter. . | 626 | 375 | 7:32 | 43-124/ 55 | 19 | 26 
Margarine . . | 154 | 4-02 1-40 0-7— 2-7 63 15 | 22 
Cooking fat . | 1:25 | 204 | 1:33 |07-2-7| 3 | 41 | 56 
Tea . . | 256 | 2-03 || 2-71 | 2-3- 3-1 23 | 27 | 50 
Sugar ; . |13-86 |12-53 |} 17-08 | 7-9-37-1 56 =| «(19 25 
Cheese .  . | 2-45 | 2-78 | 2:06 | 14-30/ 11 37. | 52 
Bacon and Ham | 7:43 | 4:96 6-09 3-5-10-7 17 36 | 47 
Eggs ; . | 6-00 | 5-66 | 5-19 | 3-2- 8-4 13 36 | 51 
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made to give an impression of the extent to which the variances 
of the forecasts are due to their components. This is done in 
columns (6) to (8), which show the proportions of the variances 
due to: (1) the changes in the economic variables; (2) the trend ; 
and (3) the accumulation of the residual elements. The 
covariances between the economic variables and the trend have 
been included in the first portion. 

The table shows that on statistical grounds comparatively wide 
error bands are associated with demand predictions based on 
extrapolations over a period of thirteen years. This, of course, 
limits the value of the method. The division of the variance into 
its components, as shown in columns (6) to (8), makes clear that 
its greater part is due to the large time interval between the base 
and forecast dates: forecasts for only a year ahead could be made 
with much greater precision. 

In assessing the value of this application of econometric 
technique, as in all judgments of this type, the relevant alter- 
native procedures must always be specified. If the economic 
world is indeed subject to significant disturbing factors, some of 
which have been listed above, it is not to be supposed that any 
other technique will yield superior estimates. The application of 


= 


7 demand analysis, at the least, allows the separation of the effects 

of the major economic variables which, as indicated by column 
. (6) of Table II can be estimated with some precision, from the 
effects of other factors. In view of the large total error associat 2d 
with a forecast from a demand equation it would seem: (1) that 
it is always advisable to compare an econometric forecast with 
others that may be available; and (2) that, as far as statistical 


hypotheses allow, it is desirable to set numerical bounds to its 
associated error. With these safeguards the examination of 
1 post-war forecasts for (unrationed) commodities and _ their 
comparison with actual values should be of interest. 
RICHARD STONE 
S. J. Prats 
Department of Applied Economics, 
University of Cambridge. 


1 It may be argued that in judging the significance of a forecast a one-sided 
test is appropriate, since the question is whether the forecast is significantly 
greater than a particular value. For the purpose of assessing the accuracy of 
the method the limits given by a two-sided test may, however, be more indicative, 
and this is the basis of the values given in the table. In the order of the com- 
modities in the table, the probabilities that demand exceed supply on a one- 
sided test are, respectively: >99, <1, 11, >99, 79, 6 ,77 and 35%. In the case 
of tea it should be noted that derationing took place when supplies were close 
to the 3-oz. level. On the basis of this analysis, demand would exceed this level 
with a probability of only 9%, and a forecast that derationing at this level was 
- practicable might have been made. 














196 THE ECONOMIC JOURNAL | MARCH 


OFFICIAL PAPERS 


THE REPORTS OF THE COMMISSION ON MONOPOLIES AND 
RESTRICTIVE PRACTICES 


THE Monopolies and Restrictive Practices Commission, set 
up under the Monopolies and Restrictive Practices (Inquiry and 
Control) Act of 1948, have now produced five reports; on dental 
goods,’ signed on November 3, 1950; on cast-iron rain-water 
goods,” signed on February 16, 1951; on electric lamps,* signed on 
August 31, 1951; on electric wires and cables,‘ signed on April 25, 
1952; and on insulin,® signed on July 31, 1952. In all of these 
cases the Commission were asked to investigate and report not only 
on the facts but also on whether the conditions found operated 
or might be expected to operate against the public interest. 

In each of these five investigations the Commission have 
followed much the same procedure. After preliminary informal 
talks with the trade associations in the industries surveyed the 
Commission issued to them, to individual concerns outside the 
Association and sometimes also to those inside it, and to im- 
portant or representative users and distributors, questionnaires 
designed to secure the necessary information for the factual part 
of their inquiry. They also asked for information on costs and 
profits, which was examined and usually supplemented by their 
own accountants. Their staff examined the records of the 
various Associations and of some large concerns and any agree- 
ments between firms or associations in the industry. In addition, 
the Commission advertised their readiness to receive in writing 
the views of anyone interested. Usually after taking oral 
evidence, and after submitting factual statements prepared by 
their staff to the Associations concerned, the Commission reached 
provisional conclusions on the factual part of their investigation, 
informed the relevant parties and asked for written comment. 
After this they invited these parties to formal hearings, at which 
the Associations in fact chose to be represented by Counsel, and 
finally reached their conclusions on the public interest. 

1 The Monopolies and Restrictive Practices Commission, Report on the Supply 
of Dental Goods, H.M.S.O., 38. 6d. 

2 The Monopolies and Restrictive Practices Commission, Report on the Supply 
of Cast Iron Rainwater Goods, H.M.S.O., 3s. 6d. 

3 The Monopolies and Restrictive Practices Commission, Report on the Supply 
of Electric Lamps, H.M.S.O., 6s. 

4 The Monopolies and Restrictive Practices Commission, Report on the Supply 
of Electric Wires and Cables, H.M.S.O., 5s. 


5 The Monopolies and Restrictive Practices Commission, Report on the Supply 
of Insulin, H.M.S.O., ls. 6d. 
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As a result of this procedure the Commission have produced 
clear and detailed surveys of the restrictive practices followed 
and of the degree of monopoly control in the five industries 
covered. ‘They concentrate on the present, but also give some 
interesting information on earlier periods. It cannot have been 
easy to disentangle the facts and present them as clearly as has 
been done; yet the reports inevitably still make difficult reading. 
All five industries except insulin were found to come easily within 
the Act, in that agreements covered more than a third of the 
supply of the goods covered. Insulin certainly comes within the 
Act in so far as Burroughs Wellcome & Co. supplied in the United 
Kingdom more than one-third of the insulin; and probably also 
through the joint arrangements of the British Insulin Manufac- 
turers, a semi-informal body on which collaborate the four firms 
making insulin, two of them under joint arrangements. Insulin 
manufacture presents a very special case, which is described 
separately later. 

The basis for the monopoly power differs, of course, in the 
remaining four cases investigated, though there are certain 
common features. For dental goods this power rests partly upon 
the dominating position of the Amalgamated Dental Company and 
its subsidiaries, who between them supply nearly half of retail 
supplies of dental goods in the United Kingdom, but more largely 
upon the regulations and agreements of the Association of Dental 
Manufacturers and Traders (A.D.M.T.), an association of manu- 
facturers and dealers controlling nine-tenths of the retail supplies 
of dental goods in the country. These arrangements provide for 
the collective maintenance of manufacturers’ end prices (though 
not for agreement between manufacturers on these prices), for 
agreement by manufacturer members to sell only through dealer 
members and for dealer members to buy essential goods (in practice 
almost all dental goods) only from manufacturer members, for 
penalties, including expulsion from the Association and collective 
boycott, for limitation on membership and for discouragement of 
all competition between dealers. 

For rainwater goods there is no dominating firm similar to 
the Amalgamated Dental Company; monopoly power here rests 
upon the Rainwater Agreements which the British Ironfounders’ 
Association (producing about nine-tenths of the output of rain- 
water goods) make with the merchants’ associations, through 
whose members they distribute some two-thirds of their output, 
and upon the practices of the merchants’ associations. In very 
broad terms these arrangements are similar to those already out- 
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lined for dental goods, except that for rainwater goods common 
minimum selling prices are maintained both by foundries and by 
merchants, and that new foundry members are freely accepted, 
so strengthening the minimum-price provisions. 

The electric-lamp industry has featured for many years as 
a text-book case of monopoly. Monopoly here rests on the 
complicated arrangements made between members of the Electric 
Lamp Manufacturers’ Association (E.L.M.A.), producing about 
60% of the total output of filament lamps and about the same of 
discharge lamps; in this body ‘two senior parties (General 
Electric Company and the Associated Electrical Industries 
Group) play a predominant role ” (para. 257). (Between them 
they are responsible for over half of the trade of E.L.M.A. mem- 
bers.) These arrangements, clearly set forth in the report, rest 
on three elements. First comes the membership of E.L.M.A., 
which fixes home market prices and conditions at all stages so 
that “anything which could remotely be regarded as price 
variation is prohibited’ (para. 159), and enforces them by 
exclusive dealing arrangements not dissimilar to those in the 
dental-goods trade. Second comes the participation of E.L.M.A. 
members in a form of patent pool; the Commission considered 
“that up to 1939 the principal patent-owning members of 
E.L.M.A. regarded their patents not only as valuable in them- 
selves but also as a collective means of defence and offence 
against competition from independent manufacturers ”’ (para. 
75). Third is their participation in the 1948 Lamp Agreement, 
the successor to the old and well-known international Phoenix 
Agreement, brought effectively to an end by the war. The old 
agreement covered a number of countries, and provided for sales 
quotas in each; the present agreement covers only British 
companies and a Dutch one, and applies only to their trading in 
the British Empire, excluding Canada. As before, in the areas 
covered British companies as a whole receive a certain participat- 
ing percentage, pay a fine for supplying more than this and 
receive payments for deficits; and, as before, the British quota 
as a whole is subdivided between individual firms with the same 
sort of provision for fines and payments for excess or deficit. But 
these payments are proportionately less onerous than they were 
under the old agreement, though still severe. Under the Phoenix 
system, also, action was taken to hamper the growth of inde- 
pendent companies, not only by the patent arrangements already 


1 This reference, and those that follow, are to the paragraphs in the relevant 
Report of the Commission. 
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mentioned, but also by some control of materials and by the use 
of fighting companies operated so as to drive out new-comers. 

The electric wire and cable industry has also been a text-book 
case, though a less prominent one than electric lamps. Monopoly 
here rests on the agreements joining the members of the Cable 
Makers Association and the Covered Conductors Association 
respectively, which between them supplied over three-quarters of 
the total supply of cables in the United Kingdom and, together 
with associated companies and those collaborating with them, 
about four-fifths. The arrangements differ from product to 
product, partly because of the varying percentage importance of 
large buyers such as the electricity authorities, the Post Office and 
Cable and Wireless. Generally there is agreement to establish 
and maintain minimum standards of quality and common stan- 
dards of type and design and use a trade mark, thus not only 
keeping up quality but also making it difficult for outsiders not 
parties to the agreement to enter the field. Generally, also, 
there is either agreement on common selling prices and con- 
ditions of sale, together with quota systems, or the “ allocation ” 
of orders placed by public tender, whereby, often without the 
knowledge of the buyer, the Association decides which firm should 
receive the order, and tender prices are adjusted to achieve this. 
This used to be associated with profit pooling. In some sections, 
also, there are special terms for exclusive dealing. 

All four industries have, then, considerable monopoly power. 
How has it been used? And what is its effect on the public 
interest ? This the Commission attempt to assess, pointing out 
that their conclusions here must be matters of opinion. One of 
the factors they take into account is the profits realised as a 
percentage on sales and on capital; but mostly they examine 
more general considerations. It is impossible fully to summarise 
their conclusions in the space of a note; all that can be attempted 
is to give the more important ones, and especially those which 
are common to the different reports. 

In all, exclusive dealing and collective boycott are condemned. 
In the first Report, on dental goods, it is recommended by the 
majority of the Commission that these practices should be pro- 
hibited by law. ‘‘ Almost every practice which in our view 
operates or may be expected to operate against the public interest 
rests fundamentally for its enforcement on exclusive dealing and 
collective boycott ’’ (para. 233). Two members, Mr. Grant and 
Mr. Wedgwood, consider it wrong to take statutory action against 
one industry only, since similar practices are carried on in other 
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industries, and since the Commission find that there has not, in 
this industry, been any very grave abuse of the Association’s 
powers (para. 234). (The practices were prohibited, by Order of 
the Minister of Health.) This is the only specific recommenda- 
tion in any of the Reports for action having statutory force; the 
Commission are not obliged to recommend remedies for con- 
ditions they regard as against the public interest; on this initial 
occasion they did so. For rainwater goods “ those concerned 
should amend their trading arrangements in such a way as to 
meet ” the objections the Commission had found to their opera- 
tion, particularly as regards these two practices (para. 221). For 
this industry, as for dental goods, these arrangements were pre- 
sumably the basis of most of the objectionable practices the 
Commission found. But the industry was subject to more 
competition from rival products than were dental goods. For 
electric lamps and for electric wires and cables the Commission 
recommend that similar practices should end, together with that 
of rebates to merchants aggregated according to total purchases 
from all members of the Association, but do not suggest how this 
should be done. For these industries, as already indicated, these 
practices probably do not provide the main basis for monopoly. 
Indeed, for these two industries the Commission recommend 
the cessation of other practices designed to exclude new-comers 
and to hamper outsiders. They want lamp components (other 
than patented components and ready-coiled filaments) to be 
freely available to members and non-members of E.L.M.A. at 
prices which shall not be higher to non-members than to members 
(para. 267), and copper to be freely available for cables when the 
present Government control ceases (para. 309). They want the 
patent policy of E.L.M.A. to be examined afresh “ if the working 
of the new patent policy results in an appreciable reduction of 
the degree of competition to which E.L.M.A. is subjected” 
(para. 264 (ii)). (For cables they make no recommendation on 
patents, as they consider the present policy of the two Associa- 
tions concerned to be liberal (para. 308).) They ask “ that the 
E.L.M.A. members should give an assurance that the Controlled 
Companies will continue to provide a measure of competition as 
suppliers of cheap lamps, and that they will not be used as fighting 
companies ” (para. 264 (iii)), a reeommendation that Mrs. Robin- 
son regards as unrealistic so long as these companies are owned 
by members of E.L.M.A.; her solution is that the Government 
should acquire the share capital of these companies, without any 
necessity of changing their management (para. 296). They 
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criticise certain arrangements in the cable industry preventing 
some firms from making certain products, note with approval 
that some are ending and recommend the cessation of others 
(para. 306). For cables the Commission also examine at length 
the opposition which the trade association had made, on technical 
grounds, to the inclusion of quality requirements in the published 
B.S.I. standard specifications, an exclusion which had put com- 
petitors at a disadvantage. They note with approval that a 
compromise solution has here been arrived at for the introduction 
of clauses specifying the quality of the insulating material in the 
B.S.I. specifications for rubber cable, and recommend its extension 
to other cables (para. 307). Finally, for dental goods, the Com- 
mission recommend that the Amalgamated Dental Group “ should 
reconsider its arrangements for the distribution of burs in the 
light of this report ”’ (para. 219) so as not to hamper by restrictive 
arrangements the sale of other burs. 

The Commission would also maintain competition by ending 
the system of sales quotas both for lamps and for insulated 
electric wires and cables, and the corresponding system of allo- 
cating orders for the latter, where no bulk contract is placed by 
a large buyer. Where it is, the Post Office should leave itself 
free to place orders with independent concerns, and, if any 
further bulk orders are placed “‘ provision should be made to 
safeguard the continuance and development of efficient inde- 
pendent competition” (para. 318 (7)). Some of these recom- 
mendations are specific; some do not go much beyond pious 
hopes. For these the reader is left wondering as to whether the 
members of the Commission iad any ideas as to how to carry out 
what they wished to see done. 

The Commission also make recommendations on agreements 
to fix prices. For dental goods they see many objections to the 
collective enforcement of resale price maintenance (para. 229) 
and to manufacturers being forced, as they were, to fix end 
prices; though they “do not on balance see any objection in 
this particular trade to the individual manufacturer maintaining 
the end prices of his goods when he so chooses” (para. 230). 
As already said, their solution here is mainly to prohibit by law 
the sanctions of exclusive dealing and collective boycott, but also 
to amend the rules of the Association to which they object. For 
rainwater goods they are apparently prepared, if the exclusive 
dealing arrangements go, to tolerate the system of common 
minimum prices, partly because of the competition already 
mentioned, partly because of Government price control (para. 219). 
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They note that, if this control goes, the Association would be 
willing to submit their prices for periodic review by the Govern- 
ment. I say apparently, for the Commission criticise the system, 
as retarding low-cost methods of production (para. 220 (2)); and 
they do recommend that those concerned should amend their 
trading arrangements, so as to to meet the objections the Com- 
mission makes (para. 221). For electric lamps the Commission 
“do not recommend that the members of E.L.M.A. should be 
prohibited from continuing to fix minimum manufacturers’ selling 
prices for agreed types of lamps sold by them to wholesalers, to 
retailers or to users, provided two conditions are fulfilled. These 
are, first, that the E.L.M.A. members should take steps to ensure 
that the system of exchange of technical knowledge extends to 
all manufacturers who are within the system of common prices, 
and second, that the level of the prices fixed by E.L.M.A. 
should be reasonable” (para. 263). They consider that the 
Government should review the prices from time to time, and that 
if in future competition should be substantially reduced, the 
whole question should be examined afresh. (Another example 
of hope?) They do recommend, however, that the system of 
collective enforcement of resale price maintenance by means of 
fines and a Stop List should be brought to an end (para. 295). 
For electric wires and cables they recommend that the system 
of common prices for rubber cable and covered conductors should 
be brought to an end, but, as a defence against extreme price 
cutting, would permit the relevant Associations to fix minimum 
prices giving no more than a reasonable profit to the lowest-cost 
producer of each type of cable, subject to a periodic review of 
costs and profits by the appropriate government department 
(paras. 282, 283, 286 and 287). Again, price agreements for the 
sales of telephone cable to buyers other than the General Post 
Office should be ended (para. 290). 

For cable they also make recommendations for the cases where 
the Associations are faced by large buyers such as the B.E.A. and 
the G.P.O. They do not consider that these cases should be 
transformed into ordinary competition. Costs must be investi- 
gated, as they are now, and, for super tension cable “ a system of 
purchase which is in the long-term interests both of the consumer 
and of the producer will have to be worked out by the B.E.A. 
with the industry ” (para. 278). As already mentioned, the 
G.P.O. should also foster some competition from outside the 
Association. 

Finally, the Commission recommend that the Amalgamated 
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Dental Group, which itself comes within the scope of the Act, 
should reduce its price for sole-agency porcelain teeth (para. 219). 

There are some other recommendations of the Commission 
not mentioned here, but these are the main ones. Some of them, 
particularly perhaps those for dental goods, are fairly drastic, 
but in no cases do the Commission recommend the break up of 
the monopoly, though it might be held that the recommendations 
for dental goods come fairly close to this, so far as the Associa- 
tion’s regulations are concerned. Generally, but not universally 
speaking, the Commission hold that the monopolistic organisa- 
tions now use their power sparingly. The Associated Dental 
Group has, in their opinion “used with moderation the great 
power which it has derived from its substantial hold on the 
market and the support afforded to it by the restrictive practices 
of the A.D.M.T.” (para. 216). And, again for dental goods “ if 
we emphasise here that we have not found any very great abuse 
of the powers of the A.D.M.T., we must also emphasise that, in 
our opinion, this is a tribute to the moderation of the men who 
control it, rather than to the nature of its Rules and Regulations ”’ 
(para. 224). 

For rainwater goods, as already indicated, the power to exploit 
is probably limited; and the Commission are not highly critical. 
For electric lamps the situation is now radically different from 
before the war; now prices are on average moderate; before the 
war they ‘‘ were unduly high in relation to costs ”’ (para. 260 (i)); 
and there have been other changes in the system. But now and 
earlier the existence of E.L.M.A. has stimulated the exchange of 
technical information and technical progress; and prices have 
been progressively reduced (para. 257). For electric wires and 
cables the prices of each type are discussed separately and some 
criticised. The praise here comes for the activities of the two 
associations in promoting quality. 


“Tn an industry in which quality is of supreme im- 
portance, British cable makers have gained a reputation 
which is world-wide. . . . Though the production of first 
quality cable is by no means confined to C.M.A. companies 
the C.M.A. has played a predominant part in establishing the 
reputation and the export trade of the British industry ”’ - 
(para. 270). 


This is praise of the Association, not of its monopolistic 
activities. Although the Commission do not consider many of 
the restrictive practices they have studied to be working against 
the public interest, they do not go so far as to praise them. They 
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may, as for electric lamps, regard them as a necessary concomitant 
of desirable practices such as sharing information. But beyond 
that they do not go. 

This is true even for insulin, which, as already indicated, 
presents a very special case. When it was demonstrated con- 
clusively in 1921-22 by workers at the University of Toronto that 
insulin, a principle secreted by the pancreas, could be used to 
treat diabetes, patents were taken out and assigned to the Univer- 
sity of Toronto, who in their turn assigned the British rights to 
the Medical Research Council, in order that they might ensure 
proper conditions of production for a process which requires the 
greatest care and expertise. The Council licensed production 
by five concerns (two of which formed a partnership for this 
purpose) of whom one later dropped out, and arranged for com- 
pulsory testing at and scientific help from the National Institute 
of Medical Research. Subsequently standards were fixed by 
law and compliance secured through licensing authorities; conse- 
quently the patents were allowed to lapse. Imports have also 
been licensed, but are now insignificant. The major supplier 
of insulin is Burroughs Wellcome & Co., the trading name of the 
Wellcome Foundation, which receives all profits declared as 
dividends and uses them for the advancement of medical and 
scientific research; the other two suppliers are the A.B. Partner- 
ship of Allen & Hanbury’s, Ltd., and the British Drug Houses, 
Ltd., and Boots Pure Drug Co. 

Up to the war there was little technical collaboration, except 
on standardisation, which was undertaken jointly with the 
National Institute of Medical Research; great technical progress 
was made and prices substantially reduced, not always simul- 
taneously by the three concerns, although there were intermittent 
‘* interchanges of views on prices and discounts” (para. 21). In 
1941, however, in order to deal with the difficulties created by the 
war, the four firms concerned agreed to meet regularly as ‘“‘ British 
Insulin Manufacturers ” (B.I.M.) to deal with common problems. 
As a result Burroughs Wellcome, on behalf of B.I.M., negotiates 
contracts for overseas purchases of ox pancreas (the Ministry of 
Food controlling home collection), arrangements are made to share 
out available supplies among the three concerns, close technical 
collaboration is organised and patents made available to all, 
common prices charged and discounts allowed, and a list prepared 
of wholesalers entitled to wholesale discount. 

These are the B.I1.M. arrangements that led the Commission 
to conclude that the provisions of the Act apply to the B.I.M. as 
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a whole. “The collaboration does not destroy or prevent com- 
petition, nor does it restrict competition to any substantial extent. 
Nevertheless, the modifying effect of the collaboration is in the 
direction of restricting competition between the participants . . .” 
(para. 93). The technical collaboration has led to a remarkable 
increase during the war years in the yield of insulin derived from 
the scarce supplies of ox pancreas; the arrangements for a 
wholesale list and for resale price maintenance apply to only a 
small proportion of total sales, since the bulk (probably more 
than 95°) is sold under the National Health Service; and “in 
view of the close technical collaboration between the manufac- 
turers, the understanding between them that one manufacturer 
should not alter his insulin prices without first informing the 
others does not appear to us to be unreasonable ”’ (para. 98). 
(This is in line with the Commission’s findings about resale price 
maintenance for electric lamps, mentioned earlier, but without 
the same signs of slight misgivings as were associated with the 
findings on lamps.) Prices of insulin have been progressively 
reduced, and are probably now generally lower than in other 
countries. On this point comes the Commission’s one suggestion. 
“We suggest that ’ the relevant Health authorities “ as in effect 
the principal purchasers of insulin in the United Kingdom, 
should take note of these prices and profits and should exercise in 
the future such supervision as may appear to them to be necessary”’ 
(para. 98). 

The Commission’s final conclusions on insulin supplies are 
wholly favourable. 


“We have already cited . . . the opinions, commenda- 
tory almost without qualification, of a number of authorities 
as to the quality of British insulin and the collaboration of 
the manufacturers. In our opinion the present position of 
the members of the B.I.M. as sole insulin suppliers in this 
country is due principally to their efficiency, enterprise and 
experience. Their position is, however, supported by the 
technical difficulties of insulin production, the legislative 
requirements for manufacture and import, and the limited 
raw-material supplies. We find that the arrangements now 
made by the British Insulin Manufacturers, individually and 
collectively, for the supply of insulin operate and may be 
expected to operate in the public interest and we do not 
recommend that any of them should be discontinued ” 
(para. 101). 


It appears, therefore, that the Commission generally consider 
that actions which serve to exclude or hamper new-comers or 
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directly to prevent the expansion of existing firms are against 
the public interest. Collective enforcement of resale price 
maintenance they deplore, particularly because of the sanctions 
required. On agreements to fix prices they take varying lines, 
depending upon the circumstances. And they do not consider 
all monopolies or restrictive practices to be against the public 
interest, partly because sometimes no harm is done, but also 
because some seem to them inevitable in order to obtain such 
benefits of association as the sharing of technical information. 
For electric lamps this is of importance; for insulin it is crucial. 

The Commission have therefore taken a middle line on this 
very controversial question. They agree neither with those who, 
like Sir Henry Clay,! apparently consider actual monopolies to 
be almost entirely beneficial, nor do they agree with those who 
would try to break up all monopolies. It is outside the scope of 
this note to discuss the general case for and against monopolies. 
But I think it would be generally agreed that, if a middle line is 
to be taken, the Commission have chosen the right things to try 
to abolish. 

More doubtful are the methods they propose for ending the 
practices they consider against the public interest. As stated 
earlier, in their first Report the majority of the Commission 
recommend that statutory action should be taken to prohibit 
exclusive dealing and collective boycott; but in their subsequent 
reports they either leave action to the parties concerned or do 
not specify what is to be done. This is a very slow procedure, 
involving constant supervision. Moreover, for other practices, 
some of which have been mentioned earlier, the Commission 
recommend re-examination of the situation should competition 
be reduced in future. Once more the process is slow. 

I do not think that it would be altogether fair to blame the 
Commission for part of this somewhat cautious approach. Even 
though the Act lays down a case-by-case approach and provides 
for the prohibition of practices found in industries investigated to 
be against the public interest, and there only, it is natural to 
feel with Mr. Grant and Mr. Wedgewood that it is wrong to enact 
ad hoc legislation against one industry only in respect of practices 
which are general. Clearly the majority had sympathy with this 
point of view in their report on dental goods. ‘‘ We recognise, 
however, that it must be for Parliament to consider . . . whether 
legislation confined to this particular industry should or should 


1 “ The Campaign against Monopoly and Restrictive Practices,’ Lloyds Bank 
Review, April 1952, p. 14. 
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not be enacted ”’ (para. 233). This may well have affected their 
subsequent reports. If so, it is unfortunate that they have not 
said so. For it should be quite clear what action they would 
think right if it were general. 

The Commission have not the same excuse for some of the 
vaguer recommendations they make on price control. Several 
times they somewhat tentatively suggest that price control or a 
review of prices may become necessary. But, beyond occasional 
remarks on costings, they never mention the difficulties involved 
or suggest on what basis prices ought to be fixed. Had they 
dealt with these points they would surely have realised and, one 
hopes, said that as a long-term policy price control is of very 
doubtful efficacy. 

Again, it does not seem to me to be reasonable to blame the 
Commission for the slow progress of their inquiries. As has been 
several times emphasised in the House of Commons, it is slow 
compared with the scope of the problem. The Monopolies and 
Restrictive Practices (Inquiry and Control) Act received the 
Royal Assent at the end of July 1948, and the Board of Trade 
announced the names of eight members of the Commission early 
in January 1949, of whom the Chairman and one other were to 
be full-time members. Two additional members were subse- 
quently appointed. In March 1949 six cases were referred to the 
Commission, the four, excluding insulin, on which reports have 
been published and the supply of machinery for the manufacture 
of matches and the supply and exports of matches. Since then 
five other cases have been referred, the supply of insulin (on which 
a report has also been published), the supply and exports of 
various semi-manufactures of copper and copper-based alloys, the 
printing of woven fabrics, the supply of various descriptions of 
imported hardwood and softwood timber and plywood, and the 
supply and exports of certain electric generators, electric motors 
and transformers and steam and hydraulic turbines for driving 
heavy alternators. They were chosen so as to cover a variety of 
practices and of industries. According to the President of the 
Board of Trade in July 1952, it is hoped that the report on matches 
and match-making machinery will be ready by the end of 1952; 
the Commission now produce reports at the rate of perhaps two 
and a half a year.1 Such inquiries are bound to be slow, even 
though the staff of the Commission be strengthened and the panel 
system of preliminary investigation followed. For the bottle- 
neck is the time of the Commission itself. 

1 House of Commons Parliamentary Debates, July 23, 1952, Column 569. 
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Action also has been slow. The Governments have accepted 
the recommendations, apart from one on electric lamps. The 
Order on dental goods was made on July 2, 1951, to come into 
force at the end of the month, about eight months after the Report 
was signed. It took about a year longer to revise the rules of the 
Association of Dental Manufacturers and Traders. Again, for 
rainwater goods new rules came into force at the beginning of 
1952.2, For electric lamps the Minister of Supply announced on 
May 19, 1952, the Government’s acceptance of the recommenda- 
tions of the Commission, except for the one to cease the aggre- 
gation of quantity rebates; this was more than eight months 
after the Report was signed, but there had been a change of 
Government meanwhile. Discussions with the trade must be 
slow. 

Criticism must be directed mainly at the piecemeal policy laid 
down in the Act. Individual investigations had to be the first 
stage. Later the Board of Trade may, under Clause 15 of the 
Act, require the Commission to report on the general effect on 
the public interest of practices of a specified class, provided such 
practices have been dealt with in previous individual reports. 
The President of the Board of Trade has stated that he intends to 
ask for such a general report, possibly covering exclusive dealing 
and collective boycott.* Any action following such a report 
would, of course, require legislation, and would cover only one 
aspect of the field. As the reports have shown, and as indeed is 
well known, there are many other devices to hamper new-comers; 
some of them have been dealt with by the Commission and could, 
therefore, presumably be included in the general reference. It 
is to be hoped that the reference will be as wide as possible *; the 
least that is required is an examination of practices designed to 
exclude new-comers; and any legislation, to be effective, would 
have to be widely drawn. 

Probably such an inquiry would not fall within the field of 
the existing Act. The Royal speech of October 1951 promised 
“‘a measure . . . for strengthening and widening the activities of 
the Monopoly Commission.” This was not produced in that 


1 §.1. 1200, 1951. 

2 House of Commons Parliamentary Debates, July 23, 1952, Column 571. 

3 House of Commons Parliamentary Debates, July 23, 1952, Column 572. 

4 The Parliamentary Secretary to the Board of Trade announced in the House 
of Commons on December 19, 1952, that a general report under Section 15 of 
the Act had been asked for from the Commission. Broadly the Commission 
were to report on practices which involved agreement amongst a number of 
traders to discriminate in favour of or against a defined class of customers. 
For the full reference see Board of Trade Journal, December 27, 1952, p. 1233. 
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session, nor promised for the next in the Royal speech of November 
1952. If time is ever found for it it ought to at least to make 
such inquiries possible. 

Even if this were to be done, there would remain other con- 
demned practices, such as sales quotas, and other more doubtful 
ones, such as agreements to fix prices. And the price-fixing 
activities of large concerns would not be touched. The task, as 
at present handled, has hardly been begun. 

There remains, however, one hope of more rapid action. Has 
the mere establishment of the Commission led organisations 
having monopoly power or using restrictive practices to operate 
less against the public interest than they used to do? There is 
some evidence of this in the reports. The clearest is for electric 
lamps. The prices of the most popular types of E.L.M.A.’s 
general-service filament lamps in 1939 were 1s. 9d. for clear 
lamps and ls. 7d. for pearl lamps; these remained unchanged 
throughout the war and were reduced in July 1945 to 1s. 3d. for 
both “‘ as a result of negotiations initiated by the Board of Trade ”’ 
and to ls. ld. in July 1949. 


“We have no hesitations in accepting that E.L.M.A.’s 
action on this occasion was influenced very largely by ‘ political 
considerations ’ such as the continuing interest of Govern- 
ment Departments in the members’ costs, speeches critical 
of E.L.M.A. made during the Parliamentary debates in 1948 
on the Monopolies and Restrictive Practices (Inquiry and 
Control) Bill, the fact that the lamps industry was one of 
the first industries referred to us for investigation and, more 
generally, the increased public interest in the economic 
significance of trade combinations of which the setting up 
of this Commission was, in part, a consequence ”’ (para. 202). 


Other changes in the right direction were also made in the 
E.L.M.A. system during or since the war. There are also examples 
in the other reports. How far these were due to changed economic 
circumstances, how far to “‘ political ” reasons, the Commission do 
not attempt to say. Nor, of course, can they say how far similar 
changes have been made in industries not already referred to 
the Commission. Until there is clear evidence that this has 
happened one cannot be too optimistic about the present British 
policy towards monopoly. 

RutH CoHEN 
Newnham College, 
Cambridge. 


No. 249.—vo.L. LXII1. 
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THe Unitep Nations REPORT ON THE ECONOMIC 
DEVELOPMENT OF UNDER-DEVELOPED COUNTRIES ! 


ALTHOUGH this widely publicised report is a brief document, 
it deals with important issues. It purports to analyse the forces 
which influence economic development, and puts forward re- 
commendations designed to accelerate it in regions which include 
rather more than three-quarters of the population of the world. 

The report is divided into four parts. The first is intro- 
ductory, consisting of one chapter which expounds the terms of 
reference and another which discusses unemployment and 
economic development. The second part, of seven chapters, 
discusses measures “ which the under-developed countries can 
take on their own initiative to help themselves,” while the third 
deals with assistance from the developed countries. A final part 
summarises the recommendations. 


I 


The first chapter admits that the authors had “ some difficulty 
in interpreting the term ‘ under-developed countries.’’’ They 
decided to use it to mean “ countries in which per capita real 


income is low when compared with the per capita real incomes of 


the United States of America, Canada, Australasia and Western 
Europe.” Thus, in accordance with current usage, the whole 
world is regarded as under-developed except for a few compara- 
tively wealthy countries. It is not specifically stated how the 
U.S.S.R. and Eastern Europe are to be classed ; they are nowhere 
mentioned in either category. The inclusion of three-quarters 
of the world in one broad category can be seriously misleading; 
there are fundamental differences between regions of sparse 
population, barely above tribal levels and based on shifting 
agriculture or pastoral cultivation, and others which are in close 
contact with the western world, with settled populations and 
methods of agriculture (though these may be backward and even 
retrogressing) and distinct cleavages of class and wealth. Entirely 
different again are the overcrowded lands of Asia, some with 
thousands of years of advanced culture and civilisation behind 
them. 


1 Measures for the Economic Development of Under-developed Countries. 
Report by a Group of Experts appointed by the Secretary-General of the United 
Nations. (United Nations, 1951. Pp. ix and 108. 5s.) All references are to 
this report. The group was composed of: A. B. Cortez (Chile); D. R. Gadgil 
(India); G. Hakim (Lebanon); W. A. Lewis (United Kingdom); T. W. Schultz 
(United States). 
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The common feature of these various regions is the absence of 
scientific techniques applied to industry and agriculture, together 
with a low level of capital and of real income per head. But this 
feature is not the result of any single set of causes; in different 
places and regions it reflects an enormous variety of circumstances, 
historical experience, potentialities of development, political 
conditions and so forth. To disregard these differences is to 
assume away the very essence of the problem both of analysing 
and of promoting economic development. This approach is 
particularly inadequate in a discussion which, as in this report, 
fails to distinguish between analysis, forecast and recommenda- 
tion. It also involves neglect of the fact that some of these 
regions, such as Malaya and West Africa, have been developing 
exceptionally rapidly during the last few decades, and that 
many of their economic, social and political problems arise from 
this, and not from stagnation. .This, indeed, is typical; through- 
out the report there is a disregard of the historical processes of 
development, and nowhere does it describe or examine any 
specific case of actual development. 


II 


It is significant that discussion opens with a review of un- 
employment (including disguised unemployment) as a principal 
problem of the under-developed countries. It is recognised, of 
course, that the unemployment of the under-developed areas arises 
from lack of co-operant factors of production, and not from lack 
of effective demand. Although there are large areas in which 
unemployment does not arise, it is undoubtedly a major factor 
in many others, especially in Asia and parts of Europe and of 
Africa.? 

The report states that this type of unemployment does not 
affect wage labour, but is associated with family employment. 
This is misleading, for it ignores the effects of the level of wages in 
limiting employment opportunities for hired labour. A striking 
feature of many under-developed countries is the high level 
(high by comparison with transfer earnings) at which wage-rates 
for hired labour are maintained by institutional arrangements 
(by international pressure, national governmental measures or 
trade-union action) at the same time as large numbers are unable 
to find work. Those who fail, have perforce to fall back upon 


1 This form of idleness is also present in purely subsistence economies, but 
there it tends to be regarded as part of the nature of things. 
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family or self-employment in agriculture or petty trade, domestic 
service and so forth, in which there is no lower limit to earnings. 
The comparatively high wage-rates discourage the growth of 
activities which rely on hired labour, i.e., principally manu- 
facturing industry and the more advanced forms of transport; 
conversely, they encourage and subsidise (if they do not actually 
enforce on a certain section of the population) the pursuit of 
activities which do not use hired labour, or in which these high 
wages are not enforced. They also tend to discourage the influx 
of capital into these areas and to retard its growth, while encourag- 
ing capital intensive methods in activities relying on hired labour, 
thus retarding development and aggravating unemployment. 

Industrialisation is said to be the most promising, or even the 
only, remedy for unemployment : 


“Where more land can be brought into cultivation this 
will afford some relief but in most countries where under- 
employment is acute, nearly all the cultivable land is already 
cultivated. Effort has then to be concentrated upon creating 
new industries off the land, of which manufacturing industries 
comprise the largest and easily the most promising category. 
Thus, the most urgent problem of these countries is in- 
dustrialisation ” (para 21). 


This neglects the possibility of more intensive agriculture, 
with changes in agricultural methods bringing about higher 
incomes for a given (or even an increasing) agricultural popu- 
lation. This has been a frequent means of economic develop- 
ment. Obvious examples include the growth of settled agri- 
culture, the reduction in shifting cultivation, the improvement of 
productivity through irrigation and the establishment of planta- 
tion crops. With technical improvements in food preservation 
and processing (especially the development of canning) and in 
transport, it has become possible to cultivate for sale in distant 
markets the previously perishable products of intensive agri- 
culture. There is every likelihood of further improvements in 
this sphere. 

But even with existing techniques, intensive agriculture may 
at times offer more scope for development to many areas than 
industrialisation. The distinction between cultivable and un- 
cultivable land is not so clear as is implied, and land previously 
regarded as uncultivable can often be cultivated with less capital 
expenditure than that needed for industrialisation, but with an 
equal volume of employment. Here again the extension of the 
cultivable area through irrigation is only the most obvious of 
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several possibilities which include flood control, large-scale 
draining and so forth. Irrigation has greatly extended the 
effect of cultivable area in many under-developed countries. 
India and Egypt are familiar examples. The spread of cotton 
cultivation on irrigated land in Syria is another recent example. 

It is, therefore, invalid to suggest that throughout the under- 
developed world under-employment can only be substantially 
corrected by industrialisation.! 


III 

The second part of the report opens with a three-page chapter 
on the social and political pre-conditions of economic develop- 
ment. The institutional background is, indeed, of great im- 
portance. Many of the institutional factors which modern 
economic analysis regards as data are, in fact, primary deter- 
minants of the long-term growth of an economy; and the par- 
ticular institutional elements and possibilities of a locality can 
have a profound influence on the rate and character of its develop- 
ment. The report mentions some of these elements, and has some 
interesting asides on the influence of systems of land tenure, of the 
legal framework, and of the attitude of the population. In every 
case, however, they are limited to general remarks. 

Certain other ideas, already widely prevalent, are central to 
the report. These are that inequality and privilege act as major 
obstacles to development, and that their abolition, coupled with 
the arousing of mass enthusiasm (in itself likely to result from the 
abolition of inequality and privilege) are primary conditions of 
development. Two quotations will serve to indicate this line of 
thought : 


“ To begin with, in any society inequalities of wealth may 
deny equality of opportunity to the greater part of the popula- 
tion, and keep ignorant many persons who, given the oppor- 
tunity, would contribute to raising the national income. 
This is at its worst where the society is stratified by caste, 
colour, or creed, and where whole sections of the populations 
are deprived of opportunity by law, by custom, or by 
chicanery ”’ (para. 33). 


1 These criticisms are independent of (and are reinforced by) the neglect of 
the effects on development of the maintenance of wages in paid employment far 
above earnings in alternative occupations, and are also independent of the effects 
of restrictions on migration and movement of development which are discussed 
below. They are further reinforced by the possibility of long-term changes in 
the terms of trade in favour of agricultural producers. 
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“In our judgement, there are a number of under- 
developed countries where the concentration of economic and 
political power in the hands of a small class, whose main 
interest is the preservation of its own wealth and privilege, 
rules out the prospect of much economic progress until a 
social revolution has effected a shift in the distribution of 
income and power ”’ (para. 37). 


Restrictions based on colour, race and creed undoubtedly play 
a part in retarding advance in a number of under-developed 
countries, of which the West Indies, South Africa and parts of 
East and Central Africa are probably the most important; but 
these comprise only a small proportion of the under-developed 
world.! For others the reverse is the truth; the fortunes and 
incomes of the richer members of the community have been 
acquired as a return for their participation in, and promotion 
of, economic development. The wealth of the Chinese merchants, 
tin-miners and rubber-estate owners of South-east Asia, most 
of whom were almost destitute recent immigrants, can hardly be 
said to be the result of privilege. Nor has their accumulated 
wealth retarded development; it is a return for the contribution 
to economic development, a return the prospects of which often 
act as an incentive to work, to save, to undertake risk and even to 
undergo hardship. It may be argued that the return was in some 
cases unnecessarily high; but it was certainly not the result of 
privilege nor an obstacle to development. Much the same could 
be said of Levantine merchants in West Africa, of the Indian 
population of East Africa, and of the British, American and 
European merchants, planters and miners in South-east Asia, 
Africa and South America.? 

Quite apart from its questionable analytical validity, this 
reasoning may have adverse practical results on economic develop- 
ment. The relative importance to be attached to the distribution 
of the national income as distinct from its size is a value judgment. 
But at an early stage of economic development pre-occupation 
with egalitarian ideas may serve to retard the growth of real 


1 The obstacles to migration and the hostility to minority groups (for instance 
in India) are far more important; but these are not the problems the authors 
have in mind. 

2 The problem of immigration receives only one paragraph in the whole report 
ending “‘ we do not feel that there is any recommendation that we can usefully 
make on this subject ’’ (para. 144). Yet restrictions on immigration and migra- 
tion are a prime factor in restricting economic growth in certain under-developed 
countries, where local pressure groups representing often a tiny fraction of the 
population have succeeded in erecting barriers to immigration and even to internal 
migration which would have accelerated economic growth. 
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income, including the real income of the poorer classes. This is 
especially probable because the practical results of this pre- 
occupation usually take the form of barriers to immigration and 
internal migration, as well as discrimination against imported 
capital, confiscatory taxation, the imposition of minimum wages 
at levels retarding the growth of industrialisation and so forth. 

The importance of arousing mass enthusiasm is a recurrent 
theme of the report : 


“Tf the leaders are reactionary, selfish and corrupt, the 
masses in turn are dispirited, and seem to lack initiative. 
But if the leaders win the confidence of the country, and 
prove themselves to be vigorous in eradicating privilege and 
gross inequalities, they can inspire the masses with an 
enthusiasm for progress which carries all before it” 
(para. 38). 

‘“* As we have pointed out several times, to secure rapid 
economic progress involves capturing the enthusiasm of the 
masses for improvement and making new knowledge available 
to them directly. This can happen only if hope is held out 
to them of progressive attainment of a just social order. To 
arouse their enthusiasm is a matter of popular political 
leadership ”’ (para. 94). 


Not only is there a singular lack of evidence for this view, but 
all past experience points the other way. The capturing of mass 
enthusiasm certainly played no important part in the development 
of Great Britain, the United States, Canada, Germany, Japan, 
Australia, New Zealand or any of the countries regarded as 
developed by the United Nations experts; it has also been absent 
in the development of West Africa and South-east Asia. The 
desire to accumulate wealth and the ability to perceive and 
exploit opportunity have indeed played a vital part in economic 
development the world over; but this is quite different from mass 
enthusiasm. 

The restrictions which are really important in retarding 
development are not those of inequality, caste, race and the like, 
but of a kind which receive but little attention in the report. 
They are those which frequently emerge in a specialised society, 
in which individuals or groups can increase their scarcity value 
by limiting entry into their own, and allied, fields of activity. 
Although they may often masquerade as expressions of national 
and racial sentiment, they are in fact frequently economic in 
essence. For political, national and administrative reasons, it is 
often much easier to direct such measures against foreigners and 
strangers. In the under-developed countries they usually take 
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this form; but they are also often directed against other members 
of the local population, and are therefore clearly the result of 
economic restrictionism rather than of zenophobia. It is this 
kind of restriction, designed to assist political, national, sectional 
groups of the local population which is at present an important 
obstacle to economic development over most of the under- 
developed world. 

The most important restrictions are those on immigration and 
internal migration, which are now almost universal in the under- 
developed world. In the past, immigration has played a primary 
part in economic development, by supplying missing resources, 
introducing new techniques, stimulating new wants, creating fresh 
attitudes and bringing new commodities within reach of the local 
population. Restriction here is most harmful where there are 
over-populated areas side by side with regions where land is 
plentiful but semi-skilled or literate labour is relatively scarce; 
in such conditions restriction on movement enhances unemploy- 
ment in both regions. The obstacles to movement of the Ibo in 
Nigeria provide an example. In some areas, where the popula- 
tions are heterogeneous, these tendencies may result in wide- 
spread fragmentation of the economies. 


IV 

From the pre-conditions of economic development, the report 
turns to consider some questions of economic organisation. 
These are a miscellaneous collection, but the general theme is 
that “economic progress depends to a large extent upon the 
adoption by governments of appropriate administrative and 
legislative action, both in the public and private sectors ”’ (para. 
39). Land tenure and compulsory standardisation are treated at 
some length, and raise questions of special interest. 

Because of the small amount of land per head in some of the 
under-developed countries, its most fruitful cultivation is of 
crucial importance. Systems of land tenure are obviously 
relevant. According to para. 56 of the report : 


“In many under-developed countries, the cultivators of 
the soil are exploited mercilessly by a landlord class which 
performs no useful social function. This class contrives 
to secure to itself the major part of any increase in agri- 
cultural yields, and is thus a millstone around the necks of 
the tenants, discouraging them from making improvements 
in agriculture and, in any case, leaving them too little 
income from which they might save to invest in the land. In 
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such countries land reform, abolishing this landlord class, is 
an urgent pre-requisite of agricultural progress.” 

Leaving aside the appropriateness of such remarks in an 
expert report, they disregard important problems of analysis and 
policy. The experts rightly emphasise the need for protection 
of the tenant; but they also desire the enforcement of rules of 
good husbandry. There is a danger that this will be interpreted 
in purely physical terms (judging it by reference to physical output 
only, irrespective of the quantity of resources used), and lead to 
waste which these countries can ill afford. Particular difficulties 
are presented by the rise of new crops. The tenant may cultivate 
his holding satisfactorily, but produce crops which are commer- 
cially less valuable than others which could be grown on the land ; 
this problem is specially presented by the emergence of profitable 
cash crops in a country where most of the tenant cultivators are 
subsistence farmers unwilling to abandon their traditional crops 
ormethods. The resulting dilemma is obvious ; its solution is not. 

This has a bearing on rents. The experts severely condemn 
those landlords who skim off the increases in value of the produce 
of the land. But they fail to state that a measure of differential 
rents, and possibly a large measure, may be necessary to secure 
the most economic and efficient use of land. In communities 
used to traditional systems of land tenure and methods of cultiva- 
tion, and confronted with the rapid emergence of profitable cash 
crops, formidable problems are presented by any attempt to 
achieve more efficient use of land without discouraging cultivators 
or causing social disruption. These are problems on which the 
experts might have been expected to have contributed something 
of value; they are not so much as mentioned. 


V 


In Chapter VI we come to what is regarded as one of the key 
factors in development, the formation of capital. Much of the 
discussion of domestic capital formation is affected by neglect 
of the most important form of investment in under-developed 
countries. There is no reference to the substantial and successful 
capital formation by small cultivators in the development of 
many branches of agriculture. Yet some of the most striking 
instances of rapid economic development in the course of the 
last century have resulted from the establishment of innumerable 
agricultural properties, often of a type not yielding a return for 
six or seven years after their first establishment. Tea, rubber, 
coffee, cocoa, cotton and kola-nuts are obvious examples of crops 
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which have involved much investment by the local populations 
in the establishment of millions of smallholdings and small 
plantations.! 

The increased saving which is needed for domestic capital 
formation is regarded as likely to require compulsory reduction of 
consumption, and it is taken as axiomatic that this must be at the 
expense of the wealthier classes. 


“People of middle and higher incomes in many under- 
developed countries are well known for their tendency to 
conspicuous consumption, and there is no doubt that a fall in 
their consumption would be in the public interest. It is not, 
however, easy to achieve. The middle classes have an 
important part to play in making and executing develop- 
ment programmes, whether as administrators, as scientists 
or as private entrepreneurs. Governments have therefore 
to step warily in attempting to reduce the consumption of the 
middle classes, lest the effect be to inhibit development.” 

“Reducing the consumption of the wealthiest classes 
seldom raises this particular difficulty. It is not, however, 
easy to achieve simply by taxing them, since their reaction 
to taxation is more to reduce their savings than to reduce 
their consumption. . . . It is necessary also to use controls 
which ration luxury consumption, such as import controls, 
and special taxes on luxuries” (paras. 111 and 112). 


Although, when dealing with the middle classes, governments 
have to step warily, it is implicitly assumed that taxation of 
the wealthiest classes will not affect the incentive to work, save, 
invest or to bear risks. Nor is the type of resource absorbed by 
the consumption of different classes considered. In many under- 
developed countries the most obvious example of conspicuous 
consumption is the maintenance of a large number of servants and 
retainers and the possession of several wives. These are cheap 
because of the absence of other forms of employment; setting 
them free would not accelerate economic development. 

Moreover, in these countries the use of direct controls to secure 
a reduction in consumption tends to create windfall profits and 
unearned incomes; a large proportion of the controlled com- 
modities moves into consumption at prices much higher than those 
at which they were allocated by the authorities, and yields wind- 


1 The estimate that net capital formation, including foreign investment, in 
most under-developed countries is ‘‘ not as high as 5% of the national income ” 
probably excludes investment in small agricultural properties. This figure is 
contrasted with one of 10% of national income for “ most countries where rapid 
economic progress is occurring.” 
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fall profits to intermediaries or to those to whom the commodities 
are allocated at controlled prices. 

In certain of the under-developed countries, notably West 
Africa and Uganda and to some extent Malaya, recent years have 
seen heavy forced saving by peasant cultivators through the 
operation of the marketing boards and stabilisation funds, by 
which part of the sale proceeds of the crop are withheld. There is 
a brief reference to these boards and funds, but nothing is said 
about their insensible development into a mechanism of taxation. 
The report equally neglects the effects of these measures on the 
willingness and ability of producers to maintain and expand their 
activities. In the past, the large tropical peasant industries 
have arisen in response to favourable prices, and the question of 
incentive is still relevant. 

Adequate discussion of capital formation would have to take 
account not only of the general level of accumulation, but also 
of its composition and of the sources and channels of its supply. 
All this is entirely neglected. There is a greatly over-simplified 
approach to the relation between the growth of capital and 
economic development. It is assumed that the latter is a simple 
function of the former. Even a cursory examination of any actual 
case of development would have shown that this is superficial, 
and that, if a broad generalisation were desired, it would be truer 


to say that capital is created in the process of development than 
that development is a function of the creation of capital. 


VI 


The measures which require the co-operation of advanced with 
under-developed countries occupy Part 3 of the report. The 
report expresses concern over the secular movements of the 
terms of trade between under-developed territories and more 
advanced countries : 


“The terms of trade between primary and manufactured 
commodities entering into international trade moved against 
primary commodities for the sixty years between 1873 and 
1937.” 


It is not mentioned that for considerable periods within this span 
of time the movement was in the opposite direction. Moreover, 
the effects of technical progress are neglected. If technical 
advance has been relatively more rapid in the production of 
primary commodities, an apparent deterioration in the terms of 
trade of primary producers may be consistent not only with a rise 
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in their real incomes, but even with a relative improvement in 
their position. This was certainly the case for many important 
primary products entering into international trade over the 
period considered.! 

The most specific recommendations of the report come in 
Chapter XI, which proposes large-scale transfer of capital from 
developed to under-developed countries, largely through official 
inter-governmental loans and gifts. The basis of the argument 
is that the resources of the under-developed countries are 
insufficient to stimulate and sustain economic development, 
especially the mass transfer of labour from agriculture to industry 
which is envisaged by the experts as the necessary condition. 
It is estimated that the under-developed countries require a 
minimum annual capital investment of approximately $19 billion 
in order to raise their per capita income by 2% a year; of this 
total, over $10 billion would have to be provided by the advanced 
countries. 

The calculation is based on an assumed shift of 1% of the 
total working population annually from agriculture into industry, 
and on increases of investment in agriculture. A calculation in 
such broad terms, based on concepts which have been evolved 
primarily for industrial societies (and which have only limited 
meaning even for those), and put forward for years ahead in 
terms of averages for three-quarters of the world, can have very 
little real significance. 

It is supported by arguments which are not at all convincing. 
It is stated, for example, that $19 billion annually is substantially 
less than the present rate of investment in the United States, 
“for a population one-tenth the size of that which we are con- 
sidering and for an economy which is already highly developed ” 
(para. 241). It is not stated, however, that it is the technical 
knowledge, the attitude of the population and the resources of the 
United States (i.c., the factors which are responsible for its being a 
highly developed country) which make it possible for this amount 
of investment to be usefully absorbed. Absorptive capacity 
depends largely upon the supply of co-operant factors, the state of 
technique, the attitude of the population, the political system and 
a series of other factors whose absence makes it difficult to employ 


1 Some of these products, for instance rubber, developed from being wild 
products into leading plantation crops. The production of cocoa spread into 
new areas with entirely different cost conditions from those in the areas from 
which it was exported sixty or seventy years ago. The same applies in varying 
degrees to such important products as sugar, coffee, sisal, copra and many others. 
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large amounts of capital to good purpose ; all these are dismissed 
cursorily with the remark that the experts are not impressed by 
arguments about the limited ability of the under-developed 
countries to absorb capital. 

It is observed that the real return on capital in the under- 
developed countries may at times be less than it is elsewhere. 
Thus, the report states that in 1948 the average rate of return 
on the United States foreign investments was about 17°% and on 
domestic investments 14%; it is observed that ‘“‘ many under- 
developed countries feel that this is too high a price to pay for 
capital ” (para. 255). In other words, it is presumably the duty 
of the advanced countries to provide capital for kinds of develop- 
ment which yield a lower return than those which are already being 
pursued. 

The views of the experts on the return to capital are, indeed, 
somewhat ambiguous. At times it appears that the low level of 
development in the countries must mean that the real return on 
additional investment should be high; at other times, however, 
it seems that the return cannot compete with that obtainable in 
the United States and elsewhere. The obvious fact, of course, is 
that this degree of generalisation is misleading; some projects in 
the under-developed countries will yield higher returns than are 
obtainable in the West, whereas others will give lower returns, if 
any at all. 

It is recognised that capital on the scale envisaged would have 
to come largely from official sources. The discussion on the place 
and possibilities of private investment (paras. 250-61) is difficult 
to follow. Investment in shares of companies operating in under- 
developed countries is not considered ; yet this has been the chief 
method of development of some of the advanced countries of 
to-day. It is not clear whether private investment would be 
regarded as desirable either by the experts or by the governments 
of the under-developed countries. It seems to be considered 
extravagant to pay a price for capital comparable to what it could 
getat home. In general, there is a strong preference for officially 
provided capital, which reaches its logical conclusion in the pro- 
posal that ‘‘ some mechanism be created for transferring from the 
developed to the under-developed countries, by way of grants-in- 
aid, a sum of money which would increase rapidly, reaching 
eventually a level of about $3 billion a year ” (para. 271). 

In view of this, it is not surprising to find the experts criticising 
the International Bank, which has been lending only a few 
hundred million dollars a year—‘ in view of the need of the under- 
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developed countries for capital the Bank cannot be said to be 
meeting the challenge of circumstances” (para. 264). The 
experience of the Bank in handling the difficult problems of 
lending to under-developed countries is ignored. The experts 
take the sanguine view that the transfer of enormous sums should 
not strain either the resources of the industrial countries which 
have to lend (or give) them, or the economic and social fabric of 
the under-developed countries which are to absorb them. 
Underlying the whole of the discussion in the report is a much 
too mechanistic and simple view of the relations between the 
supply of capital, economic growth and the increase of real income. 
Although a high level of income is associated with a high level of 
capital per head, it does not follow that heavy investment in the 
form of inter-governmental transfer of capital would rapidly raise 
the incomes of under-developed countries, still less that it would 
yield real returns comparable with those obtainable in the West. 
The problems of the stimulation of the flow of capital and resources 
generally (including personneland enterprise) into under-developed 
countries are formidable. It is of great importance that solutions 
to them shall be found, for the spread of medical knowledge and 
improvements in public health are certain to raise the expectation 
of life and therefore to increase the predicament of these countries. 
But worthwhile consideration of these problems and of their 
possible solution (including that of the role of government in the 
promotion of economic development) requires specific and 
thorough discussion on a level different from that of this report. 
It is perhaps doubtful whether economists in their professional 
capacity are able to make recommendations, the acceptance of 
which would significantly accelerate economic development. But 
they can do so, if at all, only after careful and patient examina- 
tion and analysis of situations. Exaggerated belief in its possi- 
bilities has debased our subject : its standing is too high and its 


standards are too low. 
P. T. BavER 
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CURRENT TOPICS 


WE offer our most sincere congratulations to Sir Dennis 
Robertson, a recent President of our Society, on the conferment of 
the honour of Knight Bachelor in the New Year’s Honours List. 
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WE record with deep regret the death, recently reported from 
Sweden, of Professor E. F. Hecksner, well known in this country 
for his great study of Mercantilism and for numerous other 
writings. We offer to his family our sincerest sympathy. 





THROUGH an error, for which Dr. Stark was not responsible, 
Table I in Jeremy Bentham’s Economic Writings, Volume II, which 
should have been inserted between pp. 224 and 225 as a folder, 
glued along its left-hand edge, was bound in as pages between 222 
and 223, making the notes on its back, which relate to Table II, 
unintelligible. If any owner of a copy of this volume would 
wish to have another copy of Table I to insert in the proper place, 
will he please write to the publishers, on behalf of the Royal 
Economic Society, Messrs. George Allen & Unwin, Ltd., 40 Museum 
Street, London, W.C.1. 





THE Secretary of the Royal Economic Society would be glad 
to hear from any Fellows who may have for disposal either 
complete runs of the early issues of the Economic JOURNAL or 
isolated volumes or copies of issues prior to the beginning of 1920. 
Several libraries are anxious to obtain a complete set beginning 
with the first volume, issued in 1891. The Royal Economic 
Society possesses stock only of certain issues, and would welcome 
the opportunity of purchasing small numbers either of complete 
runs vr of issues that are missing from their stock. Letters should 
be addressed to The Secretary, The Marshall Library, Downing 
Street, Cambridge. 
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Adolf Hitler and German Heavy Industry, 1931-1933 : G. W. F. Hatt- 
GARTEN. Some Classical Economists, Laissez Faire, and the Factory 
Acts: L. R. SORENSON. 


The Political Quarterly 


Vout. XXIII, No. 4, OcroBER—-DECEMBER 1952. Something New Out of 
Africa: L.Wootr. Taxation Policy: D.Jay. Redistribution of Wealth: 
K. Panter Brick. Korea—Its Place in History: E. JOAN Parr. 
Choosing the Presidential Candidates : D.C. Wiuxtitams. British Parlia- 
mentary Government Today: R. Bassert. The Problem of Land Values 
and Town Planning: H. J.J. Brown. 


The Review of Economic Studies 

Vou. XX, No. 51, 1952-3. Demand, Supply and the Price Level in Macro- 
Economics: H. Rose. LHxternal Economies and the Supply Curve: 
R. W. Apams and J. T. WHEELER. A Comparison of Organisation 
Theories: H. A. Stwon. Estimating Departmental Intervention: E. 
Nevin. The Production Function in Leontief Models: B. CAMERON. 
The Future of the United Kingdom’s Long-term Contracts : W. BECKER- 
MAN. Mr. Gottlieb on Marx: a comment: R.L. Meek. Mr. Graaff’s 
Producer-Consumer Theory: a restatement and correction: R. W. 
CLOWER. 


The Journal of Industrial Economics 


Vou. 1, No. 1, NOVEMBER 1952. An American View of Raw Materials 
Problems: E. 8. Mason. Shortage of Capital: N. I. Momrcninorr. 
Price Policy in a Nationally Administered Industry: F. Stonss. Steel 
Price Policy: R. SHone. The Problem of Business Forecasting : F. A. 
Fripay. Industrial Economics as a Specialist Subject: P. 
ANDREWS. 
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Yorkshire Bulletin of Economic and Social Research 


Vot. 4, No. 2, SepTeMBER 1952. The 1951 Depression in the British Wool 
Textile Industry. I. A Statistical Analysis: J. F. BRotHwELL. Move- 
ments in Wool Prices, 1490-1610 : P. J. Bowpren. A Note on the Present 
Position of Working-class History: J. Savmie. An Illustration of 
Duopoly : J. D. SarGant. 


Population Studies 


Vout. VI, No. 2, NovemBer 1952. Theory of Population and Modern 
Economic Analysis, I: A.T. Peacock. Differential Fertility in Ontario. 
An Application of Factorial Design to a Demographic Problem: N. 
Keyritz. Territorial Differentials in Fertility in the Union of South 
Africa—1911-1936 : L. T. BADENHORST. Altitudes to the Census and 
Vital Registration in East Africa: J. E. GotptHorre. Family Welfare 
Measures in Denmark : H. GrLxe. 


The British Journal of Sociology 


Vou. III, No. 1, Marcu 1952. Field Methods and Problems of the Basic 
Personality School: RR. BastipE. Some Non-Academic Factors In- 
fluencing University Studies: R. R. Date. Social Processes Integrating 
Coloured People in Britain: S. Coxzrns. John Millar, Historical 
Sociologist: W. C. LEHMANN. Democracy in Private Governments : 
S. M. Lieset. The Historical Pattern of Psycho-analysis: Z. BARBU. 
Is it Possible to Prove any General Statements about Historical Fact? : 
L. F. RIcHARDSON. 

Vou. III, No. 2, Jung 1952. Technological Change and Human Relations : 
G. FrrepMann. The Racial Philosophy of Johann Herder: C. Dover. 
Prestige of Occupations: A. F. Davis. The Views of Adolescents on 
some Aspects of the Social Class Structure: H. T. Himmetwerr, A. H. 
Hatsey and A. N. OprenHEtIM. Social Stratification in Denmark : 
J. FLoupb. 

Vou. III, No. 3, SerpremBer 1952. Principia Sociologica: W. J. H. 
Sprott. Two Studies in the Middle Class Vote,—1. The Middle Class 
Elector: J. Bonuam. 2. Social Status and Electoral Choice in Two 
Constituencies: F. M. Martin. The Welsh Religious Revival, 1904-5 : 
C. R. Wrutiams. Laski and the Social Bases of the Constitution: R. T. 
MACKENZIE. The Open Society and its Enemies : J. PLAMENATZ. 


The Sociological Review 


Vor. XX XVIII, Section 3, 1946. The Consumer’s Attitude to Furniture : 
A Market Research : MARIE JAHODA. 

Vout. XLIII, Section 6, 1951. An Experiment in the Reduction of Accidents 
in a Colliery : T. T. Paterson and F. J. WILLEtTT. 

Vou. XLITI, Section 7,1951. Hvening Activities in the Home ;: PHyuuis G. 
ALLEN. 

Vox. XLIII, Section 8, 1951. Social and Educational Change since 1900 : 
A. J. ALLAWAY. 


Bulletin of the Oxford University Institute of Statistics 


Vou. 14, No. 6, Junge 1952. A ‘“‘ Human Needs” Diet in April 1952: 
T. Scoutz. Investment in Britain and the United States: T. BALoGH. 
The Number of Incomes and the Effect of the Budget : JoAN MITCHELL. 
The Food Subsidies and the Budget : acorrection : C. R. Ross. 

Vou. 14, No. 7, Juty 1952. Personal Savings and its Determinants in the 
Light of the Oxford Survey: H. F. Lypaty. The Cost of Inexpensive 
Nutrition Before and After the War: T. Scuutz. Monetary Restrictions 
and Economic Progress : T. BALOGH. 

Vou. 14, No. 8, AuausT 1952. Monetary Policy Again ; a Symposium. 
Comments: VII: R. V. Roosa. VIII: R. Frost. IX: J. R. 
Hicks. X: E.V.Morcan. XI: R.F. Kaun. XII: Joan Rosin- 
son. XIII: E. Nevin. Concluding Comment: H. G. JOHNSON. 
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Vou. 14, Nos. 9 and 10, SEPTEMBER AND OCTOBER 1952. Larnings and 
Living Standards in Moscow : T. Scuutz and P. Writes. Dockworkers’ 
Earnings : K. G. J. C. KNOwLEs and ANN RoMANIs. 

Vou. 14, Nos. 11 and 12, NovemBer and DECEMBER 1952. National 
Survey of Personal Incomes and Savings : H. F. Lypauu. The Paradoxes 
of 1952: D. G. Hottanp and DupLEy SEErs. A “ Human Needs” 
Diet in November, 1952 : T. Scuurz. 


Soviet Studies 

Vout. IV, No. 2, OcroBeR 1952. The Moscow Economic Conference: A, 
Carrncross. Soviet Economics: P. Wites. The Bolshevik Revolution : 
G. D. H. Cote. Discussions on Periodization of History: R. Scutz- 
SINGER. 

Applied Statistics 

Vou. I, No. 3, NovEMBER 1952. The Scope of Medical Statistics : N.T.J. 
Battey. A Study of the Lives of Pots used in making Glass: J. Kren 
and D.J. Pace. The Experience of a User of a Consumer Panel: R.N. 
WapswortH. The Accuracy of Sampling Coal: J. HExBDEN and 
G. H. Jowetr. Estimating Individual Expenditure from Family Totals : 
W. F. F. Kemstey. Composite Mean Squares and their Degrees of 
Freedom: LER. P. V. Jonnson and E. 8. Keepine. 


The Incorporated Statistician 
Vou. 3, No. 3, OcroBerR 1952. The T rig pore. of Statistics : J. WisHart. 
The Statistician in Business: E. L. Luoyp. Some Thoughts on Index 
Numbers: A. J. H. Morrewu. Organisation of a Statistical Department : 
T. CauTER. 


Annals of the Institute of Statistical Mathematics 
Vout. III, No. 2, 1952. 


International Affairs 


Vou. XXVIII, No. 2, Aprit 1952. Some Aspects of the World Strategical 
Situation : GENERAL Sir W. Morean. The Fabric of American Opinion 
on Foreign Affairs: H.M. Wriston. Germany and the Problems of our 
Time: K. ApDENAUER. The Communist Problem in France: D. M. 
Picktes. The Sterling Area: H. GattsKett. A Turning Point in 
Colonial Rule: Lorp Hattey. Problems of the High Commission 
Territories: Str E. Barring. Canadian—American Relations: A. 
Brapy. 

Vou. XXVIII, No. 3, Jury 1952. Ireland the Republic outside the Common- 
wealth: N. MANSERGH. Japan and the New Balance of Power in the 
Far East: W. L. Hottanp. Kashmir: Lorp Brrpwoop. Recent 
Constitutional Developments in the Sudan: R.C. Mayvaty. The Sterling 
Area Crisis: F. W. Patsu. The Future of the Council of Europe: 
R. Boorusy. The Arab Refugees: W. TWEEDY. Religious Opposition 
to Nationalism in the Middle East : E. MARMORSTEIN. 

Vou. XXVIII, No. 4, OcroBER 1952. A Dutch View of the World Situation : 
B. H. M. VueKkke. The German Federal Republic. Today: J. E. 
Witurams. The Constitutional Crisis in South Africa: K. KirKwoop. 
Policy for Malaya 1952: T. H. Smucocx. Soviet Grain Crops and their 
Distribution: N. Jasny. The Nazi Party in Palestine and the Levant 
1932-39 : H. D. Scumipt. 


Accounting Research 


Vou. 3, No. 4, OcroBER 1952. The Use of Accountancy Terms and Concepts 
by Economists: R. C. Tress. The Frequency and Importance of Errors 
in Invoices Received : R. H. Grecory. Recent Developments in Internal 
Auditing: H.C. M. Coss. Notes on the Calculation of Business ee 
during the Present Inflationary Period in France: J. HammMonp. Flow 
Charts and Diagrams of Office Systems : P. N. WALLIS. 
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The Bankers’ Magazine 

No. 1304, NovemBer 1952. Still Precarious. German Banking Since 
the War. International Survey : H. E. Evrrr. 

No. 1305, DecemMBrerR 1952. Professional People: W. Ripitey. The 
Cornish Banking Crisis of 1879: C. E. Hicxs. International Survey : 
H. E. Evirt. 

No. 1306, JanuaRY 1953. All too Slowly. The Banking Year. JInter- 
national Survey: H. E. Evirr. Recent Legal Decisions of Interest to 
Bankers : C. B. DROVER. 


District Bank Review 
No. 104, DECEMBER 1952. Reflections on South-east Asia: W. A. Lewis. 
Profile of the Recession : W. M. CLaRKE. Exports for Sale. 


Lloyds Bank Review 
No. 27, JANUARY 1953. The International Economic Problem : L. RoBBIns. 
The Economics of an Ageing Population: W. A. B. Hopkin. Economic 
Policy in the Netherlands : G. M. V. Stuart. 


Midland Bank Review 
NovEMBER 1952. Purchase Tax. Britain’s Commodity Markets: the 
Slow Process of Re-opening. Business Conditions in Scotland. 


National Provincial Bank Review 
No. 20, NovEMBER 1952. Problems of Electricity Supply : Lorp Citrine. 
The British Pottery Industry : W. F. WENTWORTH SHIELDS. 


Westminster Bank Review 
NovEMBER 1952. The Rise and Present Prospects of the Sheffield Cutlery 
Trades: G. P. Jones and H. Townsenp. Walter Leaf: N. Crump. 
Sterling: Liberators v. Restrictionists. The Great Rent Muddle. The 
Missing Link. Capital in Agriculture. 


The Three Banks Review 

No. 16, DeceEMBER 1952. Bretton Woods, G.A.T.T., and the Balance of 
Payments : J.E.MEApE. The Nationalised Industries : D. N. CHESTER. 
Miss Child Elopes. 

The Banker 

Vout. XCIX, No. 322, NovEMBER 1952. Gilt-edged after the Conversion. 
liquidity Ratios before the Budget. What sort of Commonwealth Develop- 
ment ? The Pattern of Sterling Area Payments: E. H. Stern. Policy 
for Nationalised Industries. Scotland—an Economic and Industrial 
Survey ; The Importance of being Scottish : F.S.Taytor. The Changing 
Structure of Scots Banking. Hill-farming for Britain’s Food: R. J. 
Urquuart. The Grangemouth Oil Expansion : D. Murray. 

Vor. XCIX, No. 323, DecemMBER 1952. What Approach to America ? 
Labour’s Challenge on Economic Freedom. ‘‘ Save Mr. Butler from his 
Friends!” ; T. Batocu. Mopping-up Cheap Sterling. Local Authority 
Borrowings. Finance for Films: 1—The Changing Scene: J. E. 
Harrsuorn. The Problem of Credit for Exports : 1—The Role of the 
Export Credits Guaraniee Department: J. A. P. TREASURE. 2—The 
E£.C.G.D. Policy as a Lender’s Security. 

Vou. C, No. 324, January 1953. What is the Commonwealth's Plan ? 
The Road to Convertibility. How the ‘‘ Departments”? Buy their Gilts. 
Finance for Films : II—Esxhibitors under Pressure: J. E. HarTsHORN. 
Trade Policy with Latin America. Israel after the German Reparations : 
H. Mrtiner and H. Scutoss. 


Town and Country Planning 
Vou. XX, No. 104, DeceMBER 1952. Planning in Peril : D. L. DONNELLY. 
Spanish Tour 1952: F. J. Osporn. Living at Lansbury: S. Diamant. 
Improving the Hill Farm: F. Evans. Lisbon Congress 1952: G. B. 
BARKER. 
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Vout. XXI, No. 105, January 1953. New Towns in Full Career, 
Finance of New Towns: R. L. Retss. Looking at New Towns: J, 
Cuear. Local Authorities and Development Corporations: C. W. G. T, 
Kirk. Scotland and New Towns: E. MitcHett. A Public Workg 
Review: J.W.HENvDERSON. Building New Communities : R.CLEMEnts, 
New Towns for America: F. J. OSBORN. 


Planning 
Vou. XIX, No. 348, OcroBEeR 1952. New Thinking on Monopoly. 
Vou. XIX, No. 349, DECEMBER 1952. Social Security and Unemployment 
in Lancashire. 
Vout. XIX, No. 350, January 1953. The Structure of Industry and the 
Technical Revolution. 


The Journal of the Institute of Transport 
Vou. 25, No. 1, NovemBer 1952. Transport and Productivity: C. T. 
Brunner. Nationalisation and After: B. R. Wrutiams. Ports and 
Shipping Turn-round : A. H. J. Bown. 


Cartel 
Vou. 3, No. 1, Juty 1952. Monopoly Control in Britain: R. Evety. 
Crisis in Newsprint: M. Fretpine. The Green Pool: M. Tamptin, 
Reform of Canadian Combines Law. Restrictive Practices : I.C.A. bears 
witness. No Basis for Cotton Agreement. 


Hard Fibres 
No. 6. SEPTEMBER 1952. Trends. World Situation. Haitian Sisal. 


The Canadian Journal of Economics and Political Science 

Vou. 18, No. 3, Aucust 1952. Humanisme et sciences sociales: G.-H. 
LivEsQuE. The National Policy—Old and New: V.C. Fowxe. The 
Political Ideas of the English Agrarians, 1775-1815: J. Eayrs. The 
Mechanism of Adjustment in Canada’s Balance of Payments, 1921-9: 
V. W. Matacn. Public Finance in Alberta Since 1935: E. J. Hanson. 
Foreign Trade and the Level of Economic Activity in Canada in the 1930's: 
A. E. Sarartan. Administrative Problems of the Technical Assistance 
Administration : H. L. KEENLEYSIDE. Geo-Economic Trends in South 
Asia: A.Tayyes. Criteria for the Formulation of an Adequate Approach 
in Aiding the Development of Underdeveloped Areas: K. H. NreByt. 


The South African Journal of Economics 
Vox. 20, No. 3, SepTeEMBER 1952. The Politico-Economic Background of 
Jan van Riebeek’s Settlement: H. M. Roxpertson. The Finance of 
International Economic Co-operation in Peace and War: I. 8. Luoyp. 
The Notion of the Volume of Money: W. H. Hutr. J. M. Keynes. 
Part II—His Theory : H. R. Burrows. Some Economic Repercussions 
of Depreciation Policy: O. P. F. Horwoop. Industrial Relations in 
South Africa: W.C. Rupxin. The Problem of Inflation : J. A. HENRY. 


The Indian Journal of Economics 
Vou. XXXII, No. 128, Juny 1952. Agricultural Labourers in Modern 
India and Pakistan: S.J. Patet. Fiscal Problems of Municipal Home 
Rule in a Federalism: O. J. MENEzES. Concentration of Banking Power 
in India: Y. SesHactr1 Rao. Recent Bank Rate Policy: R. Nansun- 
DATAH, 


Tata Quarterly 
Vou. VII, No. 3, 1952. Background of the New Food Policy. 
Vou. VII, No. 4, 1952. Deficit Financing. Economic and Financial 
Review : July-September, 1952. Statistical Tables. 
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The Eastern Economist 
Vout. XIX, No. 12, SerremMBer 1952. Tubewells for Production. The 
Transport Bottleneck. Wanted—a consistent core. 


The Ceylon Economist 


Vou. 2, No. 2, 1952. The Problem of Liquidity in an Underdeveloped 
Economy: N. U. JAYAWARDENE. Some Problems of the Ceylon 
Economy: C. LoGANATHAN. Economic Development of New China: 
Changes in the Distribution of Income in Ceylon (1939 and 1948): W.M. 
TILAKARATNA. Widows’ and Orphans’ Pensions : A. E. GUNAWARDENA. 
World Gold Production in 1951. 


International Labour Review 


Vor. LXVI, No. 4, OcroBER 1952. Household Employment in the United 
States: F. S. Mititer. Audio-Visual Aids and Vocational Training : 
H. Nozet. Labour Conditions in the Diamond Cutting Industry : 
R. VIALA. 

Vout. LXVI, Nos. 5-6, NoveMBER—DECEMBER 1952. The I.L.O. and 
Technical Assistance. Land Reforms in India: M. L. Dantrwata. 
Israel’s Immigration Policy: C. Yautu. Social Security Financing and 
Demography. 

Vou. LX VII, No. 1, JANUARY 1953. Merchant Seamen in the United States, 
1937-1952: E. P. Houman. Vocational Guidance in Switzerland : 
F. Bouny. The Development of Labour Legislation on Young Workers 
in the United Kingdom. 


United Nations Economic Bulletin for Europe 


Vou. 4, No. 2, 1952. Review of the Economic Situation in Europe in the 
first Quarter and Part of the Second Quarter of 1952. Taxes on Wages 
or Employment and Family Allowances in European Countries. European 
Economic Statistics. 


Vout. 4, Ne. 3, 1952. Review of the Economic Situation in Europe in the 
Second Quarter of 1952. Long-range Transport of Electricity in Europe. 
Developments in Trade between Eastern and Western Europe from 1950 to 
mid-1952. 


International Monetary Fund Staff Papers 


Vou. II, No. 3, NoveEMBER 1952. Inflation in Relation to Economic De- 
velopment : E. M. BERNSTEIN and I. G. Patet. Competitive Deprecia- 
tion: W. R. Garpner and §. C. Tstana. The Change in the Yugoslav 
Economic System: J. V. MuapexK, E. Sturc, M. R. WyczatKowskI. 
Currency Unification in Libya: G. A. BLowers and A. N. McLeop. 
Problems of Trade Indices for Latin America : E. Hicks and L. Boccta. 
The Fund Agreement in the Courts—II : J. Gop. 


International Financial Statistics 


Vou. V, No. 11, NoveMBER 1952. Changes in Money Supply VI : Changes 
in Money Supply and in Exchange Rates. United Kingdom Balance of 
Payments for First Half Year 1952. 

Vou. V, No. 12, DecemBer 1952. Statistics for 58 Countries Covering 
Data Important to the Analysis of the International Payments Problem 
and the Problem of Inflation. 


Public Finance 


Vou. VII, No. 3, 1952. Public Finances in Finland since the War: A. E. 
TupEER. How and Why the Belgian Budget Should be Based on a System 
of National Accounts : M. Frank. The Italian Tax on Total Income and 
its Cyclical Susceptibility : C. Costantino. The Budget Cycle in Public 
Finance in the United States of America : O. BAKKER. 
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The American Economic Review 


Vout. XLII, No. 5, DecemMBER 1952. Elasticities, Cross-elasticities, and 
Market Relationships: R. L. Bisnor. Biological Analogies in the 
Theory of the Firm: E.T. Penrose. Depreciation Allowances, Replace- 
ment Requirements and Growth: R. E1sner. The Shape of the Average 
Cost Curve: W. J. Erreman and G. E. GuturRis. Corporate Taxation 
and Corporate Financing: D. C. Minter. Pitfalls in Mathematical 
Model-making: A. C. HaRBERGER. Monetary Policy and the Public 
Debt : H. Stern. 


The Quarterly Journal of Economics 


Vou. LXVI, No. 4, NovemBer 1952. The Liberal Elements in English 
Mercantilism: W.D.Grampp. Inventory Control in Theory and Practice : 
T. M. Waitin. International Trade Under Structural Disequilibrium : 
F. Hincerpt. Accelerated Amortization, Growth, and Net Profits: R. 
Eisner. The Transactions Demand for Cash: An Inventory Theoretic 
Approach: W.J.Baumou. A Treatment of Multiple-process Industries : 
J. H. EpMonsTon. 


The Annals of the American Academy of Political and Social Science 
Vou. 284, NOVEMBER 1952. Murder and the Penalty of Death. 


The Journal of Political Economy 


Vou. LX, No. 5, OcroBEeR 1952. Industrial Conflict and Business Fluctua- 
tions: A. Rees. Inflation and Saving by Consumers: J. B. Lansina 
and E.S.Maynes. The Huguenots and the Diffusion of Technology ; II: 
W.C.Scovitte. The Empirical Status of Business-Cycle Theory : K.D. 
Roose. Social Choice and Individual Values : I. D. M. Lirrie. 


Social Research 
Vou. 19, No. 3, SEPTEMBER 1952. America’s Power of Ideals: W. O. 


Dovetas. Problems of a Regulated Economy: The British Experience : 
R. E. Lang. Mannheim’s Historicism: H. R. Wacner. Marxism 
and Underdeveloped Countries: E.Hetmann. The Strategy of Expecting 
the Worst: H. Netsser. Jean-Paul Sartre’s Philosophy of Freedom: 
M. NATANSON. 


Econometrica 


Vou. 20, No. 4, OcroBeR 1952. A Survey of the Theory of Rationing: 
J. Tosntn. On a Quantitative Method in Production Planning and 
Scheduling: M. E. Satveson. The Graduation of Income Distributions : 
D. G. CHAMPERNOWNE. A Dynamic Model: JI. Principle of Model 
Structures: J. L. Hottgry. A Continuous Model of Transportation : 
M. BecKMANN. Ordinal Preferences of Cardinal Utility?: A.S. MANNE. 
Probability, Utility, and the Independence Axiom: P. A. SAMUELSON. 
Note on von Neumann-Morgenstern’s Strong Independence Axiom: E. 
Mauinvaup. A Set of Independent, Necessary and Sufficient Conditions 
for Simple Majority Decision: K. O. May. Comments on Solow’s 
‘* Structure of Linear Models”: I. N. Herstern. A Note on Pierre 
Gorra’s Contribution on Index Numbers : R. Friscu. 


The Review of Economics and Statistics 


Vout. XXXIV, No. 4, NoveEMBER 1952. National Economic Accounting: 
Reorientation Needed: J. Marcouts. Actions, Consequences and 
Causal Relations : G.H. Orcutt. Employment, Prices, and Monopolistic 
Competition: H. Brems. Elasticity of Demand for the Exports of a 
Single Country: F. B. Horner. ‘‘ The Measurement of Industrial Con- 
centration”? A Reply: J. M. Buatr. Rejoinder: M. A. ADELMAN. 
Further Rejoinder : J. LintNER and J. K. Butters. The Prediction of 
Technical Change: S. C. Grurmian. The Gerschenkron Hypothesis of 
Index Number Bias : I. O. Scort. 





1953] RECENT PERIODICALS AND NEW BOOKS 231 


Journal of the American Statistical Association 

Vou. 47, No. 258, JuNE 1952. An Analysis of Some Failure Data: D. J. 
Davis. Classification and Analysis of Partially Balanced Incomplete 
Block Designs with Two Association Classes : R. C. BosE and T. Suima- 
moto. Replacing Variables in Correlation Problems: V. I. West. 
Operating Characteristics for Tests of the Stability of a Normal Population : 
J.E. WatsH. Multiple Sampling of Attributes : D.S. Rosson and A. J. 
Kinc. Estimating the Product of Several Random Variables: G. D. 
SHELLARD. Some Principles of Processing Census and Survey Data 
R. B. Votcut and M. KrresBere. Short-cut Methods of Estimating 
County Population: R. C. Scumirr. Sampling Surveys in Central 
Africa: J.R.H.SHavun. Factors in the Accumulation of Social Statistics : 
§. FaBRIcANT. Comparison of Selected Measures of Ability of Com- 
munities to Bear Tax Burdens: L. A. THompson. A Critical Evaluation 
of Available Agricultural Statistics: I. M. Ler. Prepaid Medical Care 
as a Source of Morbidity Data: N.R. DEARDORFF. Some Cases in Which 
Yates’ Correction Should not be Applied: E. L. Crow. 

Vout. 47, No. 259, SEPTEMBER 1952. The World Series Competition : 
F. MostettER. An Analysis of Variance for Paired Comparisons : 
H. Scuerre. Some Nonparametric Tests for Student’s Hypothesis in 
Experimental Designs: J. E. WatsH. The Power of Two Difference- 
Sign Tests: A. Stuart. Numerical Tabulation of the Distribution of 
Kolmogorov’s Statistic for Finite Sample Size: Z. W. Brrnpaum. The 
Multiple-Partial Correlation Coefficient: D. J. CowpEn. Estimation 
in the Truncated Normal Distribution: M. Hatperin. Multistation 
Inspection Schemes: G. J. LizrBERMAN. Some Considerations in the 
Use of the Residual Method of Estimating Net Migration: J. 8S. Srecen 
and C. H. Hamitton. Survival Curve for Cancer Patients Following 
Treatment: J. BERKSON and R. P. Gace. An Aptitude Test for Pre- 
dicting Success in a First Course in Statistics: D.F. Votaw. Population 
Projections for Sales Forecasting : M. Hacoop and J. 8. S1recen. Hicks’ 
“* Elementary Case’’ Economic Model for the United States, 1929-1941 : 
G. H. FIsHER. 


Foreign Affairs 

Voz. 30, No. 4, Jury 1952. Bismarck’s Legacy : G.P.Goocn. Organising 
Europe: Dissenting Opinions—Germany and Europe: The German 
Social Democratic Programme: C. Scumipt. France and Europe: A 
Gaullist View: J. SOUSTELLE. Economic Checks on German Unity : 
P. Netti. The Quest of Independence: F. B. Sayre. Modern Nations 
and Islam : R.MontraGne. End of the Marshall Plan : J.H. WitutaMs. 
Formosa Today: A. Ravennoutt. The French Accomplishment in 
Morocco: A. Guim~~tAuME. The Foreign Student in America: J. W. 
GARDNER. Soviet Pressure on Scandinavia: A. SPENCER. Can 
Europe Use American Methods? : A. StEGFRIED. 

Vot. 31, No. 1, OcroBER 1952. November 1952: Imperatives of Foreign 
Policy: M. Bunny. Foreign Aid: What Sort? How Much? How 
Long?: R. M. Bissetu. Operation Rewrite: The Agony of Soviet 
Historians : B. D. WotFe. Germany’s Dual Aim: Unity and Integra- 
tion: W. Hauustein. Russian Manpower: E. M. Kuuiscuer. New 
India: G. Bowtes. NATO’s Growing Pains: C. M. Sporrorp. 
Towards European Integration : Beginnings in Agricuture: S. L. Man- 
SHOLT. The Soviet State Fails to Wither: C. B. Hoover. Greenland 
and the World Around: J. J. Teau. Toward Federation in Central 
Africa: R. WELENSKY. 


The Southern Economic Journal 
Vou. XIX, No. 2, OcrospeR 1952. The History of the Southern Economic 
Association, 1927-1952: W. J. Matuerty and J. B. McFrrrin. 
Congress Studies Fiscal and Monetary Policies: B. U. RatcHrorp. 
Group Dominations and Economic and Political Instability: FE. W. 
Swanson. Certain Questions Raised by Hicks’ Theory of the Trade 
Cycle: H. S. Dyg. Alternative Standards of Taxable Excess Profits : 
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C. E. Fercuson. John R. C. Commons and the Welfare State: A. L, 
Harris. Petroleum in Canada’s Balance of International Paymenis : 
R. A. Bina. 


Land Economics 


Vou. XXVITI, No. 2, May 1952. Rate of Return and Value of Money in 
Public Utilities: W. A. Morton. Oligopsony in the Wisconsin Tobacco 
Industry: H. H. Baxken and W. Muetter. The Land Settlement 
Program of Finland: K. U. PrpKata. 

Vou. XXVIII, No. 3, Aucust 1952. Hlements of Instability in the Current 
Japanese Land Tenure System: J. D. Eyre. Rises and Declines of 
American Urban Centers During the 1940’s: A. G. BAtierRtT. The 
Economic Basis of Public Policy for Motor Transport: D. ¥. Prcrum. 
Results of Collectivization of Estonian Agriculture : E. JASKA. 


The Journal of Accountancy 


Vou. 94, No. 4, OcTOBER 1952. Should We Change Our Method of Taxing 
the Family ?: R.S. Bock. Preparation and Presentation of Accounting 
Data in Litigation: H. L. HorrmMan. How to Get Price Redetermination 
on Government Contracts : P.M. TRuEGER. How Dutch Financial State- 
ments Reflect Inflation: A. GouDEKET. Passing Title ‘‘ Outside the 
U.S.” for Tax Purposes: DEAN and Leake. Public Utilities View 
Net-Plant Balance Sheet Concept : H. C. Hasprovuck. 

Vou. 94, No. 5, NOVEMBER 1952. Banker Says Some Audit Reports Are 
Still not Good Enough : A.L.NasH. Standards of Disclosure for Changing 
Price Levels: P. Gravy. Accounting System for Home Builders Aids 
Control: BrumMMet and Tuomas. Cases Where Receivables as Tax- 
saving Device Failed: R. Deutscn. Poor Internal Control Leads to 
Fraud, Unreliable Data: KR. L. Wrtittams. Proposals for Averaging 
Income for Income-tax Purposes: J. Cowtne. National Committee 
Issues Guide for Municipal Accounting : L. Morry. 

Vout. 94, No. 6, DEcEMBER 1952. Audit Programs and Standards, 
Principles and Procedures: C. A. MovER. Accounting Data Needed in 
Renegotiation Cases: R. M. Grrarp. Depreciation and Maintenance of 
Capital During Inflation: J. E. Kang. Systems for Small Business with 
Suddenly Expanded Volume: E. G. Scovm. Can Completed Contract 
Basis be used for Tax Purposes?: J. Wetner. AIA Federal Tax 
Committee makes 58 Proposals to Improve Federal Taxation. 


Agricultural History 

Vou. 26, No. 2, Aprit 1952. Self-sufficiency on the Farm: R. C. LOEgR. 
Agricultural Diversification in the Alabama Black Belt: G. N. SIsx. 
Ancient Mesopotamian Agriculture: T. B. Jones. Middle Eastern 
Agriculture in the Inter-war Years: B. D. Werrtnrys. Domitser’s 
Pflantzbiichlein : M. F. WARNER. 

Vou. 26, No. 3, Juty 1952. The Midwestern Country Town—Myth and 
Reality: L. A. ATHERTON. Virginia Agricultural Reform, 1815-1860 : 
C. W. TurnER. The Historical Significance of the Tariff on Rice: E. H. 
Puiuurrs. Cattle Raising in Palestine: Sato Jonas. arly Agriculture 
in Western Canada in Relation to Climatic Stability : F. G. Ror. 


Journal of Farm Economics 


Vou. XXXIV, No. 4, NovEMBER 1952. The New Agriculiural Economics : 
W. O. Jones. Tractors in the Village—a Study in Turkey: R. D. 
Rosrnson. Multiple-unit Operations and Gross Labor Productivity 
Within the Old Cotton Belt: W. H. Nicuortts. Diversification in Resource 
Allocation and Minimization of Income Variability: E. O. Heapy. 
Crisis in Farm Production in Australia: J. P. BetsHaw. How Ac- 
curate is Outlook : J.D. Baker and D. PAARLBERG. Some Effects of In- 
come Tax Regulations on Farming Efficiency : R. BENEKE. Comparative 
Productivity of Share- and Cash-Rent Systems of Tenure : L. 8. DRAKE. 
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Economic Geography 

Vor. 28, No. 4, OcroBER 1952. Steel and the Schuman Plan : J. A. COKER. 
The Shifting Geographic Center of Petrolewm Production and its Effect 
on Pricing Systems: S. R. ABRAHAMSON. Nigeria—Largest Remaining 
British Colony: K. Bucuanan. Folk Mining in Colombia: R. C. 
West. The Iron and Steel Industry of the Mahoning and Shenango 
Valleys: A. Ropcers. Duwjaila: Iraq's Pilot Project for Land Settle- 
ment: B. Fisk. Ella Village—an Example of Rural Settlement and 
Agricultural Trends in Highland Ceylon: KR. WIKKRAMATILEKE. The 
Population of Tunisia : An Example of Contact between Modern Civiliza- 
tion and the Moslem World: J. 1. CLARKE. 


Harvard Business Review 

Vor. XXX, No. 4, Juty—Aveust 1952. Cost Factors in Price Making— 
PartI: H.C. Greer. Barriers and Gateways to Communication : C. R. 
Rogers and F. J. RoETHLISBERGER. The Significance of Productivity 
Data: J. Dresoup. Tightening Work Standards: H. E. WRrare. 
Plant Capacity: Too Much or Too Little?: 8S. Epmunps. Funds for 
Stability: J. L. SNtipER. Retirement Programs for Industrial Workers : 
L. J. ACKERMAN and W.C. McKain. The International Labor Organiza- 
tion: G. V. MOSER. 

Vot. XXX, No. 5, SEPTEMBER-OCTOBER 1952 Successful Sales Tech- 
niques: J. M. Hickerson. Fair Trade Pricing : a reappraisal: E.R. 
Corey. Public Relations for Industry in Underdeveloped Countries : 
W. J. Butter. The Problem of Employee Turnover: G. T. BOwpDEN. 
Electronics in the Modern Office: R. W. Farrpanxks. A Program for 
Stockholder Relations: P. Hunt. Corporation Support for Higher 
Education: J. A. Pottarp. Cost Factors in Price Making—Part II: 
H. C. GREER. 

Metroeconomica 

Vor. IV, Aucust 1952. The Limitations of Samuelson’s ‘* Correspondence 
Principle”? : D. Pattnxin. Money in the Utility Function: C. G. 
Puiprs. La demande des biens indirects : R. Roy. 


Economia Internazionale 

Vot. V, No. 3, Aucust 1952. Competition and the Theory of the Firm: 
E. BrRuNNER. The Consistency of the Marxian Economic System : 
J.S. Cuorpman. Eachange Rate Policy ; Experience and Theory Recon- 
sidered: R. Denem. Zur formalen Klassifizierung von Wirtschafts- 
kreisldufen. Kombinatorische Probleme: H. Prter. A Note on the 
Theory of Comparative Costs and Long Period Developments: G. M. 
MEIER. 

Vout. V, No. 4, NovEMBER 1952. Competition and the Theory of the Firm 
(IJ): E. Brunner. Théorie des cycles et théorie des espaces: H. 
Guitton. Possibilities and Limitations of Monetary Policy : W. Kravs. 
Fluctuations of the Economic Structure : T. SURANYI-UNGER. 


Kyklos 

Vou. 5, No. 3. The Characteristics and Classifications of Oligopoly: F. 
Macutup. ‘“‘ Grenz’’—Gesetze in der Nationalékonomie: H. PETER. 
Soviet Retail Trade: Turnover and Price Reductions in 1947-1951 : 
J. Rosen. Schumpeters Beitrag zur Soziologie: H. KaRRER. A Note on 
the Theory of Social Choice: D. B. Suits. Alternativen der Konjunk- 
turerkldrung: W. A. J6uR. Britain and the Schuman Plan: K. 
ZAWADZKI. 


Revue de lV’ Institut International de Statistique 
Vox. 20, No. 1, 1952. The Business Test of the IF O-Institute for Economic 
Research, Munich, and its Theoretical Model : O. ANDERSON. Major and 
Minor Problems in the Estimates of National Income: C. Grint. Les 
limites d’une importante contribution critique a la démographie potentialle : 
L. Herscu. 
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Revue d’ Economie Politique 

Vou. 62, No. 5, SepreMBER-OcTOBER 1952. L’Economic de l'Union 
Francaise d’Outre-Mer. 

Vou. 62, No. 6, NovEMBER—DECEMBER 1952. Prolégoménes d’une théorie 
de la structure économique: R. CLEMENS. Stabilité monétaire et finances 
autrichiennes : V. Kiensock. Impérialisme et domination : M. Moret, 
Quelques aspects de la diffusion internationale des fluctuations de revenue ; 
G. LENOAN. i 

Revue Economique 

Vou. III, No. 5, SepremMBer 1952. Autofinancement des entreprises et 
théorie économique: H. Bourcuter. Phénoménes macro-économiques et 
structures de marchés. Fluidité et atomicité de Voffre et de la demande de 
capitaux comme condition ce stabilité dun équilibre de type keynésien ; 
B. Ducros. Swubventions et inflation: A. Pace. Le suremplot ; ou les 
conséquences d’une pénurie de main @ euvre: J. R. BOUDEVILLE. 


Annales de Sciences Economiques A ppliquées 
Vou. 10, No. 3, May 1952. Examen de conscience de l'économie politique : 
D. Vittry. Les enquétes américaines sur le moral de Ventreprise : J. C. 
Prerre. Problémes du travail: J.C. PIERRE. 


Population 

Vou. 7, No. 2, 1952. Faits et problémes du jour: A. Sauvy. Le probléme 
et la politique démographiques au Japon: A. OKasaKt. Une évaluation 
du nombre des alcooliques en France depuis 1945: S. LEDERMANN. 
Premier bilan des allocations de logement: R. Coun. Lffets de la con- 
sanguinité et de ’endogamie. Une enquéte en Morbihan et Loir-et-Cher : 
J. Sutrer and L. Taspan. Mesure de la fréquence des divorces: L. 
Henry. Ftat actuel des recherches démographiques en Allemagne: G. 
MackenrotH. L’Eglise catholique et les problémes de population. 
Textes pontificaux récents : 8. DE LestTaPis. 


Statistiques et Etudes Financiéres 

No. 47, NovEMBER 1952. La taxation de l’énergie. L’évolution des dis- 
ponsibilités monétaires et du crédit bancaire au cours du 2¢ trimestre 1952. 

SUPPLEMENT SraTISTIQUES, No. 15, 1952. Balance des Payements de 
Vannée 1951 entre la zone franc et les pays étrangers. Statistique des 
salaires distribués dans l'industrie et le commerce en 1950. 

No. 48, DecEMBER 1952. L’évolution de la situation financiére au cours du 
deuxiéme trimestre 1952. Les successions et les donations déclarées en 1951. 


Nouvelle Revue de U Economie Contemporaine 

No. 35, NOVEMBER 1952. Le Plan de Strasbourg: M. J. Semter. La 
Liberation des devises, devoir Européen: M. W. Rarxe. Le Mythe 
Egalitaire et la Justice Sociale : M. B. DE JouUvENEL. Investissements et 
Exportations : M. A.-R. Metrat. La Coopération Agricole et la Politique 
du Crédit: M. R. Crercier. Faut-il Encourager 1’ Exode Rural?: 
M. P. Maquenne. La Révolution Travailliste: M. A. DavuruHin- 
MEUNIER. 

Revue de Science et de Législation Financiéres 

No. 4, OcroBER—DECEMBER 1952. American Monetary Policy in Recent 
Years: E. A. GoLDENWEISER. <A Methodological Approach to the 
Problem of Incidence of Taxes: P. TaBatonit. The Japanese Yen: S. 
Tsuru. Public Savings and Social Security: J. Lecterc. The Role 
of Indirect Taxation in Modern Economy: U. K. Hicks. The Co- 
ordination of Monetary Policy in French Overseas Territories : G. Lepuc. 
The State as a Debtor: R. Draco. 

No. 1, JANuARY—MarcH 1953. Finances publiques et développement 
économique : La politique fiscale des pays sous-développés : H. S. Buocn. 
L’amnistie fiscale de 1952: M. Mertr. Le financement de lindustrie 
Allemande: L. E. Davin. Quelques aspects financiers de la Fédération 
Européenne : H. LAUFENBURGER. Le contréle des opérations immobiliéres 
poursuivie par les services publics ou @intéret public: L. CARTOU. 
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Bulletin de UV Institut de Recherches Economiques et Sociales 

Vou. XVIII, No. 7, NovEMBER 1952. Le syndicat et sa politique en matiére de 
rémunération. Etude de sociologie économique: J. Dretcourt. La 
gréve, phénoméne économique et sociologique. Htude inductive des conflits 
du travail en Belgique de 1920 4 1940: Y.pE WassEIcr. Recherches sur 
la stratification sociale dans une entreprise : E. LEEMANS. 

Vout. XVIII, No. 8, DECEMBER 1952. La conjoncture économique de la 
Belgique: M. WorTrRin. Statistiques économiques courantes. 


Revue de l'Institut de Sociologie 
No. 2, 1952. L’évolution du pouvoir: Hypertrophie ou décadence?: J. 
Rivero. L’économie et les finance le l Allemagne Fédérale en face de 
Vintégration européenne: L.E. Davin. Une expérience de résorption du 
chémage: J.Morsa. Réflexions sur la sociologie du travail : R. DELANOIS. 


Schmollers Jahrbuch 

Vou. 72, No. 5, 1952. Wairischaftsfreiheit in den Grundformen menschlicher 
Selbstbehauptung : H. Suack. Zur Frage der Kausalitét wirtschaftlicher 
Verdinderungen: A. Forstmann. Der Mensch, als Gesellschaftswesen 
und der Betricb (IJ) : W. ZIEGENFUSsS. 

Vout. 72, No. 6, 1952. Gesellschaft bidende Faktoren der Gegenwart: M. 
BRUNNER. Zur frage der Kausalitat wirtschaftlicher Verdnderungen (II) : 
A.ForstmMann. Der Mensch als Gesellschaftswesen und der Betrieb (III) : 
W. ZIENGENFUSS. 


Wirtschaftsdienst (In German with English Air Mail Digest) 

Vout. 32, No. 10, OctroBerR 1952. How can East-West Trade be 
Rehabilitated ? The Big Powers of Europe and Soviet Policy. The 
Meaning of Soviet Economic Data. Private Enterprise and the New 
Constitution of Concerns: W. HERRMANN. World Shipping Since the 
War: G. A. THEEL. Taxation and the Economic Order : H. Rirscuu. 

Vou. 32, No. 11, NovEMBER 1952. Dollar Drive and Protectionism in the 
U.S.A. B.Roprer. Industrial Fairs and Exhibitions in North America: 
Scuutz-FunckE. The Position of the German Republic in the European 
Payments Union: W. HANEMANN. Wages Policy and Development of 
Prices : S. WENDT. 

Vout. 32, No. 12, DEcEMBER 1952. Does the German Economy Face a 
Recession? : J. LANGELUTKE. JForeign Interest in German Patents. 
The Struggle for Economic Democracy and Co-determination: H.-D. 
OrTLIEB. Austria’s Agricultural Machinery Industry: K. WESSELY. 
Trends of Agricultural Policy in South and Southeast Asia: E. JasKa. 


Jahrbuch fiir Sozialwissenschaft 
Vou. 2, No. 2/3, 1951. N.A. LD. J. Johannsen und J. M. Keynes. i. Zur 
Einfiihrung : E. ScHNEIDER. i. Die Depressionstheorie bie N. A. L. J. 
Johannsenund J. M. Keynes: H.-W.Scunackx. LEigentumund Vertrag im 
sozialistischen Recht: U.Drosnic. Wandlungen der Funktionendominanz 
des Geldes : EX. REIGROTZKI. 


Allgemeines Statistisches Archiv 

Vou. 36, No. 2, 1952. Wirtschafistheorie und Wirtschaftsbeobachtung : 
E. ScHnemeEr. Okonometrische Modelle und die Wirtschaftspolitik : 
J. TINBERGEN. Von den ersten Volkesinkommensberechnungen bis zur 
volkswirtschaftlichen Gesamtrechnung : P. Jostock. Volkswirtschaftiche 
Gesamtrechnungen und Sozialproduktsberechnung in der Bundersrepublik : 
H. Bartets. Die Methode der Input-Output Analyse : W. LEONTIEF. 

Vou. 36, No. 38, 1952. Vereinheitlichung der betriebswirtschaftlichen 
Statistik: HH. Antotne. Linige statistische Probleme der Deutschen 
Bundespost: M. Krawitnxet. Moderne Forschungsfragen der Ver- 
sicherungsmathematik : G. Wtnscue. Zur Frage der Quantifizierung 
des Konjunkturtests: O. ANDERSON. Das Harmonische Mittel in der 
Statistik: A. Bunn. Farbige Zahlenbilder: A. Scuwarz. Die 
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Lohnstatistik in den USA: L. ACHNER. LHrwerbspersonen oder Labor. 
Force: K. Horstmann. Die Riickkehrwilligkeit Evakuierter und thre 
statistische Erfassung: L. Fiscuer. Zur Vergleichbarkeit des Haushal- 
tungs- und Wohnungsbegriffes der drie grossen Wohnungszdhlungen auf 
Reichs-pzw. Bundesbene: H. Lotrenz. LEinige Bemerkungen zum 
Betrag von H. Lorenz: V. RIESEN. 


Handbuch der Finanzwissenschaft 


No. 9, 1952. Die Offentliche Haushaltwirtschaft : W. GERLOFF and F, 
NEUMARK. 


Bayern in Zahlen 
Vout. 6, No. 10, 1952. Soziale Schictung und Geburtsort. Usual Tables. 


Zeitschrift fiir die Gesamte Staatswissenschaft 


Vot. 108, No. 3, 1952. Der rechtsfreie Rawm : K. Enoiscu. Kapitalismus 
und Agrarverfassung : M. WEBER. Die drei Theorien vom Staatshaushalt ; 
F. v. Duncern. Die Wirtschaftstypologien Euckens und Ritschis : 
M. Kroétu. Arbeitslohnkomponenten und ihre Wechselwirkung. W. 
Fucks. Frethandel als Aufgabe: H. Grerscu. Die neue Entwick- 
lungsrichtung der sozialwissenschaftlichen Statistik : A. BLIND. 


Vierteljahrshefte zur Wirtschaftsforschung 


No. 4, 1952. Zur konjunkturellen Situation : H. MarTett and I. Rrecken- 
BERG. Quantitative Betrachtungen zur Wirtschaftslage in Westdeutschland : 
F. Grinic. Konjunkturdiagnose und Konjunkturpolitik: A. WIssuEr. 
Die Aussenhandelsverflechtung des mitteldeutschen Raumes : B. GLEITZE. 
Statistischmathematische Methoden als Instrumente der Wirtschafts- 
Jforschung : M. Nicouas. 


Wirtschaft und Statistik 


Vou. 4, No. 10, OcroBER 1952. Das Ergebnis der Bautédtigkeit im Jahre 
1951: P. DeneFFE. Gesamtausgaben der éffentlichen Verwaltung und 
thre Gliederung nach Aufgengebieten : K. HERRMANN. 

Vor. 4, No. 11, NoveMBER 1952. Zum Entwurf eines Gesetzes iiber die 
Statistik fiir Bundeszwecke : R. Buscu. Messziffern zur Umsatzentwick- 
lung im 1. Halbjahr 1952: K. Herrmann. Der neue Preisindex fiir 
die Lebenshaltung : G. First and P. DENEFFE. 


Europa Archiv 


Vou. 7, No. 20, OcTroBER 1952. Probleme der Franzésischen Union: J. 
Guiton. Wirtschaftsplanung in Siid- und Siidostasien. Die ersten 
Ergebnisse des Colombo Plans: F. H. Demers. Internationale Bestre- 
bungen der Unterehmerverbinde : W. HERRMANN. 

Vou. 7, No. 21, NOVEMBER 1952. Der Friedensvertrag mit Japan: E. 
MENZEL. Die Entwicklungsbedingungen der japanischen Wirtschaft: U. 
KUNTZEL. 

Vou. 7, No. 22/23, NoveMBER 1952. Stand und Entwicklung der Grunds- 
toffindustrie und die Energiebilanz der Sowjetunion in der Nachkriegszeit : 
A. Stecer. Die Entwicklung der russléndischen Emigration nach dem 
Zweiten Weltkrieg : H.v. Rimscua. Entwicklung und Aufbau der Volk- 
sausschiisse als Organ der Selbstverwaltung in Jugoslawien 1941-1952 : 
L. Gerskovic. Ocekonomische Probleme des Sozialismus in der UdSSR. 

Vou. 7, No. 24, DECEMBER 1952. Der Friedensvertrag mit Japan: E. 
MENZEL. 


Weltwirtschaftliches Archiv 
Vout. 69, No. 1, 1952. The Influence of Keynesian Thinking in the United 
States: A. H. Hansen. Produktivitét und Beschdftigung : A. Savvy. 


Regional Economic Development in the United States: G. J. Hite and 
W. Stotpsr. Current Developments in Regional Analysis : W. IsarD. 
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Aussenwirtschaft 
Vou. 7, No. III, S—EpTemBER 1952. Betrachtungen zur Aussenwirtschafts- 
politik : H. BacHMANN, A. BossHARDT and E. Kune. Westeuropdische 
oder universelle Wirtschaftsintegration ?: E. Kune. Die Priesempjind- 
lichkeit der amerikanischen Hinfuhr : J. Nreuans. Die Entwicklung der 
Zollbelastung schweizerischer Ausfuhrgiiter in den wichtigsten Absatz- 
lindern seit 1938 ; F. LUro.r. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 

Vou. XXV, No. 9, SEPTEMBER 1952. Die wirtschaftliche Lage in Osterreich. 
Der gegenwéartige Verbrauch an Kunstdiinger und die Méglichkeiten seiner 
Intensivierung. 

Vou. XXV, No. 10, OcroBER 1952. Die wirtschaftliche Lage in Osterreich. 
Entwicklung und Zusammensetzung der Nahrungsmitteleinfuhr. Der 
Giiter- und Personenverkehr auf der Strasse. Statistische Ubersichten : 
Osterreichische und internationale Wirtschaftszahlen. 

Vou. XXV, No. 11, NovEMBER 1952. 


Schweizerische Zeitschrift fiir Volkswirtschafi und Statistik 
Vou. 88, No. 5, OctoBER 1952. Les conférences économiques de l’entre- 
deux-guerres: J. Hatpérin. Die LHrtragslage der Hisenbahnen und die 
Tariferhdhungen: H. R. MEYER. Quelques réflexions théoriques sur la 
discipline de la concurrence: J. A. LD Huritirer. Hahn contra Keynes : 
E. SCHNEIDER. Die italienische Siidfrage: H. Nasuouz. Some Notes 
on Harrod’s Dynamic Economics : W. F. STOPLER. 


De Economist 

No. 10, OcToBER 1952. Waar staat het hedendaagse socialisme ? : Tu. L. M. 
THurLINGS. Maatregelen voor internationale economische  stabilitett : 
F. Hartoa. Het vraagstuk van de rechtvaardige prijs: T. P. vAN DER 
Kooy. Internationale economische kroniek : E. D. DE MEESTER. 

No. 11, NOVEMBER 1952. Enige beschouwingen over oude en nieuwe gelden 
bankpolitiek : G. M. Verrign Stuart. LHuropese economische integratie : 
F. Hartoc. EHconomische en sociale kronick : A. A. VAN AMERINGEN. 


Skandinaviska Banken 
Vor. XXXII, No. 4, OcroBer 1952. Two Main Aspects of the Dollar 
Problem: P. Jacossson. The Credit Restrictions. Balance of the 
Swedish Community : I. OHt~Sson. Social Expenditure in the Scandinavian 
Countries : G. Ho~tmstept. 


Giornale Degli Economisti e Annali di Economia 

Vout. XI, No. 7-8, Juny—-Aueust 1952. Limiti all’Applicazione del 
Teorema e del Postulato di Bayes e della regola di Lapace alle comuni forme 
del ragionamento economico: G. Demaria. L’offerta di moneta tallone 
d’ Achille dei modelli Keynesiani: A. GamBino. Pregiudizi della storia 
delle teoriche finanziarie: La teoria di J. B. Say: A. pE Toma. La 
Logica di Aristotele e la scienza contemporanea: C. A. Viano. Sopra 
une formula del coefficiente di indeterminazione in economia : R. Maaet. 
Il nuovo spirito scientifico : U. Sorst. 


° LD’ Industria 
No. 3, 1952. La Poverta dello storicismo : K. Popper. La teoria del molii- 
plicatore: U. Saccuetti. Sulla matrice-moltiplicatore per un sistema 
economico diviso in settori: S. CHERuBINO. Il piano di riforma dei 
programmi scolastici della Consulta didattica : U. SEGRE. 


Banca Nazionale del Lavoro (Quarterly Review) 

Vox. V, No. 22, Juty-SEPTEMBER 1952. Changes in the Supply of Capital 
for Industry in Britain: S. P. Coampers. The Italian Budget: 1938- 
1952: F. Coprpota D’Anna. Monetary Policy for United States Re- 
armament : L. V. CHANDLER. Banking in Nigeria ; a Study in Colonial 
Financial Evolution : D. Rowan. 
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Critica Economica 


No. 4, 1952. Nostro Paese: A.P. I sindacati antiunitari e la produttivita : 
V. Foa. La disciplina giuridica det rapporti di lavoro nel disegno di 
legge governativo: F. Anvouint. La Crisi dell’economia Italiana: 
Evupoxivs. 


Review of Economic Conditions in Italy (Banco di Roma 
y 


Vow. VI, No. 5, S—epTeEMBER 1952. Italian Industry According to the Re- 
turns of the 1951 Census: F.C. D’ANNA. Wage Structure and the Cost 
of Labour in Italy: C. VANNUTELL. The Italian Wool Textile Industry : 
R. Dopt. 

Vou. VI, No. 6, NOVEMBER 1952. Monetary Policy and Internal Financial 
Stability: C. B. Turront. New Elaborations of the Returns of the 
Industrial Census of 1951 with Reference to the Censuses carried out in 
the years 1937-39: F.C. D’Anna. The “‘ Somalo”’—the New Currency 
in Somalia. 


Italian Economic Survey 


SEPTEMBER-—OCTOBER 1952. Keep an Eye on the Budget. Receipts from 
Company Investments and Remuneration of Company Capital. Italian 
Economic Situation. 


Italian Affaire 
Vou. I, No. 4, NOVEMBER 1952. Economic Relations between Italy and the 
Trieste Free Territory. Italy and Eritrea. Investments to Increase 
Employment. Housing Policy. A Flourishing Industry : the Cinema. 


Statistical Bulletin of Israel 
Vou. III, No. 3, JunE-SEPTEMBER 1952. Population. Immigration. 


Economic Bulletin of the National Bank of Egypt 


Vot. V, No. 3, 1952. Recent T'rends in Monetary Policy. Egypt's Balance 
of Payments, Jan.—June, 1952. Eqypt’s Draft Budget for 1952-53. 


Rivista del Movimento Comunita 


Vou. VI, No. 15, OcroBerR 1952. Proposta di un Senato organico e 
funzionaie : A. Outvetti1. L’Insegnamento delle scienze politiche e sociali 
in Italia: L. Cartant. Inchiesta sulla vita sociale nelle aziende della 
Ruhr e della Renania: L. Vautant. Gangsterismo e sindicati negli Stati 
Uniti: F. FERRAROTTI. 


Revista de Economia 


Vou. V, No. 2, June 1952. O rendimento nacional e 0 imposto: H. C. 
PEREIRA and V. Morerra. Las ecuaciones en derivadas parciales de la 
ofelimidad : J.GALLEGO-D1A4z. O problema das conpragiioes do rendimento 
nacional e totais conexos: N. F. De Fiaurrrepo. Sobre os valores de 
cobertura das reservas técnicas das sociedades de seguros : A. C. MIRANDA. 
As actividades da Repartigao Central de Planificagao holandesa: J. 
TINBERGEN. 

Vou. V, No. 3, SEPTEMBER 1952. Sobre a conjuntura bancdria portuguesa : 
A. R. Pererra. Produtividade e desenvolvimento econdmico: N. F. DE 
FIGUERIREDO. Controle de Crédito Operagies de Mercado Livre: A. J.T. 
Pats. Algumas Distribuicdes Oriundas Duma Populagao Normal: 
G. DE CastRo. 


Boletin de Estudios Economicos 


Vou. VII, No. 27, SepTeMBER 1952. Ambiente favorable a la convertibilidad 
monetaria. Fué arriquibar fisidcruca o mercantilista? : S. MANTILLA. 
Limites de tolerancia por medio de atributos: E. CHacén. Actualidades 
sociales—Meseria y beinestar : S. MANTILLA. 
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Boletim de Ciéncias Econémicas 
Vou. 1, No. 2, May—Auaust 1952. Rendimentos e desigualdade econémica : 
Cc. M. A. Martins. Motodos de andlise monetdria: J. J. Bizarro 
BELEZA. 
Revista Brasileira de Economia 
Vou. 6, No. 3, SEPTEMBER 1952. Formagdo de Capital e Desenvolvimento 
Econémico: C. Furtapo. O Caso das Nagées Subdesenvolvidas: E. 
Gup1n. A Modificagao Secular das Relagées de Troca: R. E. Batpwin. 
A Inflacao em Relagao eo Desenvolvimento Econémico : E. M. BERNSTEIN. 


Revista de Economia 
Vou. IV, No. 7, 1952. El Plan Econémico y la industria argentina : 
F. Manzur. Expansién miltiple de los depdsitos y crédito bancario: F. 
Leén. LEstadistica y Economia : C. Daaum. 


El Trimestre Economico 

Vou. XIX, No. 3, Juty—-SEPTEMBER 1952. La reforma agraria en Gv» - 
mala: M. M. Totepo. Reforma agraria y extension de las explotaciorirs 
agricolas: C. A. D’Ascour. Formas de redistribucién del ingreso en 
Guatemala: J. A. Patacros. Los bancos centrales y los mercados de 
cambio en América Latina: J. G. Det Soxrar. Teoria positiva del 
institucionalismo : S. P. Macario. Reorientacién mediante la teoria 
fiscal: F. K. Mann. 


Annals of Yokohama National University Faculty of Economics 
1952. The Character of Puritan Revolution : E. Toxumasvu. Mathematical 
Development of Labour Theory of Value: S. Kosurmura. Ueber die 
Kameralistische Idee als Urgestalt der deutschen Sozialwissenschaft: S. 
MovTo. 


The Economic Review (in Japanese) 

Vou. 3, No. 3, Juty 1952. Accuracy of the Price Index Numbers: Y. 
Morita. Leontief System and Production Function: I. Yamapa. A 
Note on Prof. I. Yamada’s Article: H.Iemoto. The Birth of the Labour 
Theory of Value: S.Matsuxawa. Onthe Political Economy of Backward- 
ness: P. A. BARAN. 

Vot. 3, No. 4, OcroBER 1952. On the Demonstration of the Theory of Crisis 
in Mara’s ‘‘ Capital”? : Kozo Uno. Transition from the Ancient to the 
Middle Ages: SHrro Masupa. An Observation of the Marxian Repro- 
duction Scheme : Minoru Oxa. 


The Annals of the Hitotsubashi Academy 

Vou. II, No. 2, Apr1L 1952. Onthe Insurable Interest : Y.Kato. Business 
Cycle and Capitalism, Schumpeter vs. Marx: S. Tsuru. Conditions 
for Direct Taxation: M. Kimura. Two Kinds of Labor Management : 
8S. Mouri. Outlines of Japanese Policy in Indonesia and Malaya during 
theWar: Y.Iracaxt. Lawof Criminal Evidencein Japan : K. TANAKA. 
Parricides in Japan: T. Urmatsu. Two Types of Medieval Cities in 
Western Europe : S. Masupa. 


Statisztikai Szemle (Hungarian Text) 

SEPTEMBER 1952. Better Qualified Statisticians for Better Statistics ! 
Statistics in the Service oj Progressively Developing Production: F. 
Scuren. Some Questions of Statistical Theory: N. Mrxuattov. The 
Analysis of the Fulfilment of the Production Plan: Z. RoMAN. Current 
Questions in Trade Statistics: S. Particur. The Distribution of 
Electricity to Industrial Enterprises: F. Sperxen. The Falsification 
of the Cost of Living Index in the U.S.A.: L. Tsyrurn. Hungarian Book 
Publishing Statistics : E. Szano. 

OctoBper 1952. The XIX Congress of the Soviet Communist Party. Raise 
the Level of Statistical Work: G. PrKLER. Concerning the Objects and 
Methods of Statistical Science: I. Pisanrev. The Application of Constant 
Prices to Hungarian Enterprises: G. Baés. The Statistical Registration 
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of Industrial Investments put into Operation: L. LENGYEL. Experience 
Derived from 1952 Threshing Work: I. Oros. Statistical Verification 
of Precautionary Maintenance Repairs: J. Varca. The New Tasks of 
Material Supply : T. Szrra. 

NovEMBER 1952. Measures to Raise the Standards of the Local and Muni- 
cipal Inspectorates of the U.S.S.R. Statistical Administration. Some 
Problems concerning Production in the Construction Industry : O. Luxdcs, 
The Science of Statistics: V. CHERMENSKY. The Statistical Service of 
the Ministry of Light Industry : B. Laczat. Factors Affecting Personally. 
held Cash Balances : G. SzOny1. The Economic Expansion of American 
Imperialism since the War: M. Dosrov. A Criticism of the University 
Textbook ‘‘ General Statistics”? : G. Boros, I. HuszAr and L. O18. 


Voprosy Ekonomiki (Russian Text) 

No. 9, 1952. Draft of the Fifth Five Year Plan. The First-born of the 
Great Projects of Communism : Ya. Rapoport. <A Striking Document of 
Creative Marxism-Leninism : R. DapyK1n. The Steady Rise in Workers’ 
Living Standards in a Socialist Society: K. KosHetrv. The Post-war 
Development of the U.S.S.R. Construction Industry : A. ROTSHTEIN and 
E.Tyacan. The Science of Statistics : V.CHERMENSKY. The Economic 
Views of N. P. Ogarév: V. Martynovskaya. The Italian Working 
Class in the Struggle for Peace and Democracy: S. Stosopsky. 
Bourgeois Economists in the Service of Militarism and War: I. Buyumin. 


Planovoe Khozyaistvo (Russian Text) 

No. 4, 1952. Draft Directives Concerning the Fifth Five-year Plan for the 
Development of the U.S.S.R. during 1951-55. The Nineteenth Congress 
of the Great Party of Lenin—Stalin. The Economic Significance of the 
Volga—Don Ship Canal: Yu. Kontpomasov. Reserves for the Over- 
fulfilment of Plan in Ferrous Metallurgy: A. DANCHENKO and V. 
Nrxonov. Means of Consolidating Cost Accounting and Financial 
Control in Constrivciiun: P. PopsHIVALENKO. WNationai Economic 
Planning in the European People’s Democracies : P. Krytov. Material 
Balances and their Réle in Planning the National Economy : M. Koztn. 


Financy i Kredit S.S.S.R (Russian Text) 

No. 1, Juty 1952. Finance and Credit in the Service of Building Com- 
munism. The Financing of the Great Projects of Communism: P. 
PODSHIVALENKO. Strengthen the Financial Control System in the 
National Economy : I. Stavny. Profits and the Turnover Tax—lInstru- 
ments for the Distribution of the National Income of the U.S.S.R.: A. 
BacHuRIN. Overfulfil the Plan for Budget Receipts: A. KRIVENKO. 
To Carry out in an Exemplary Fashion the Finance and Accounting of 
State Procurement : G. KovALENKO. Ensure in Good Time the Collection 
of the Agricultural Tax: D. Buristrov. Increase the Velocity of 
Circulation of Funds in Accounting: A. Ivanov. Important Sources of 
Cash Reserves: A. BotsHaKkovA and I. Yacopin. Reserves for Lowering 
the Cost of Production in Industry: L. EtyasHrev. Raising the Efficiency 
of Control Measures is the Most Important Task of the Long-term Invest- 
ment Banks: B. Savin. The Efficiency of Bank Control by the Rouble: 
Z. KASHIRKINA. Improve Accounting between Economic Organs (Sym- 
posium). The Aggressive Character of the New U.S.A. Budget: M. 
TARASOV. 

No. 2, Aucust 1952. Under the Banner of the Party of Lenin—Stalin, 
Forward to the Victory of Communism ! Money in the Service of Building 
a Communist Society in the Soviet Union: K. Protnixov. The State 
Bank and the International Accounts of the U.S.S.R.: M. Powyakov 
and B. TruspenKov. Do Not Relax Attention to the Promotion of the 
State Loan: P. Drrricuev. Impending Tasks in Financing Trade 
Turnover: V. VABRESYUK. Checking Fulfilment is the most Important 
Duty of Financial Institutions and Banks: G. Darxov. Finance and 
Credit—a Powerful Lever for the Economic Development of the Chinese 
People’s Republic: B. Botpyrev. Enterprises and the Budget: B. 
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KricHEVSKY. Towards an Economy in Administrative Expenses: P. 
PsHENICHNY. Bank Control of the Rouble in Fisheries : M. INGERMAN. 
Improve the Credit Accounting Services of Economic Organisations: M. 
YEVSTYUKHIN. The Regulations on Norm Fixing for Industrial Enter- 
prises’ Own Circulating Capital: L. RorsHrern. 

No. 3, SEPTEMBER 1952. On the Eve of the XIX Congress of the 
C.P.S.U.(B). Towards an Improvement in the Standard of the Economic 
Work of Financial Institutions : A. ZVEREV. Reserves for the Reduction 
of Construction Costs: K. FEDOsEEV. Improve the Organisation of 
Income Tax Collection and the Direction of the Tax Inspectorate: I. 
FapEEvV. Some Questions of the Execution of the 1952 State Budget in the 
U.S.S.R.: N. Ventaminov and N. OBoLENSKy. Control by the Rouble 
in Housing and Municipal Economy: G. Kutuzov. Financial Control 
of the Use of Resources in Current Repair Work: A. Dopnov. The 
Finance of Supply and Sales Organisations: T. Vorosuiova. To 
Improve the Work of the Personnel of the Industrial Bank : D. PuptKov. 
Strengthen the Fight for Stricter Wage Controls : T. CHERNYSHEVA. 

No. 4, OcToBER 1952. For a New Victory of Communism! The Regime 
of Economy and the Tasks of Financial Institutions. Planning Money 
Circulation: V. Batyrev. Price Formation in the U.S.S.R.: D. 
KonDARSHEV. The Extension of Accounting—an Important Instru- 
ment of Financial Control for the Lowering of Construction Costs: I. 
Cuurnosov. The Selection and Placing of Personnel in Finance In- 
stitutions and Banks : M. Mrxuattov. The State Budget and Economic 
and Cultural Construction in the Kazakh S.S.R.: T. TuLEeBarv. The 
Structure of Republican and Local Budgets: N. SHIRKEVICH. Corre- 
spondence Courses—an Important Way to Improve Finance Workers’ 
Education: A. SHarov. Credit Finance of Retail Trade: Ya. 
SAYDAKOVSKY. Against the Accepted Form of Accounts with Budget 
Institutions : I. Frizman. Financial Control in the Soviet Economy : 
N. Rovinsky. The All-Union Higher School of Finance—a New 
Financial College of the Soviet Union: A. KHUDOBIN. 

No. 5, NovEMBER 1952. Comrade Stalin’s Speech at the XIX Party Con- 
gress. The Historic Decisions of the XIX Party Congress. A Great 
Contribution to Marxist-Leninist Theory: Ya. Kronrop. Thirty 
Five Years of Soviet Finance and Credit: B. Rivxin. How to Strengthen 
Bank Control by the Rouble: V. GERASHCHENKO. Control by the In- 
dustrial Bank of Building Costs: I. SuPRUNENKO. Control over the 
Expenditure of State Funds: S. Tarunyan. An Important Source of 
Deposits in the Savings Bank: N. SuxHanov. Strengthen Control of 
Retail Trade Plan Fulfilment: I. Iosts. The Simplification of Credit 
Operations for Retail Trade: P. CHERNySHEV. A Return to the Old in 
the Guise of Innovation : V. MAsLyakEv. 


Probleme Economice (Rumanian Text) 


Vot. V, No. 8, Aucust 1952. The Popular Democratic State—an Instru- 
ment for Building a New Life: Gu. GHEORGHIU-DEJ. 23 August—the 
Day of our National Liberation. The Fifth Anniversary of the Rumanian 
Translation of ‘‘ Das Kapital” : I. MunrgEanv. The ‘‘ Lenin” Volga- 
Don Canal, a Great Victory in the Building of Communism : Gu. Hossv. 
The Development and Further Advance of the Soviet Coal Industry: I. 
Batt and M. PArsou. The Struggle to Accelerate the Velocity of Turnover 
of Circulating Capital in Timigoara Enterprises: C. BARBULESCU. 
The Decline of Agriculture in Capitaliet Countries: P. Rosu. The 
Assortment and Quality of Products is the Principal Task of the State 
Plan: B. MrrosunicHenxo. The Réle of Technical—Economic Indices 
in the Improvement of Equipment Use and the Utilisation of Productive 
Area: L. Marcovict. 

Vou. V, No. 9, SEPTEMBER 1952. Economic Problems of Socialism in the 
U.S.S.R.: J. Sratin. Report of Gh. Gheorghiu-Dej on the R.P.R. 
Draft Constitution. The Constitution of the R.P.R. The Constitution 
for Building Socialism, a Constitution of Great Economic Progress. The 
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Work of J. V. Stalin Concerning Right Deviationism in the C.P.S.U. (B) : 
H.Minatz. The Stalin Five Year Plan for the Development of the U.S.S.R, 
1951-55 : P. Tupor. Raising the Technical Level of Workers: V. Dicu, 
Successes of Socialist Industrialisation in the European Popular Demo. 
cracies: B. Sroran. The Schuman Plan, an Instrument of the American 
Monopolists for the Preparation of a New War: P. MacovEanv. The 
Planning of Socialist Transport : A. GALITSKY. 

Vor. V, No. 10, OcroBeR 1952. The XIX Party Congress: Comrad 
Stalin’s Speech, Comrade Malenkov’s Report, Comrade Saburov’s Report 
and Comrade Gheorgiu-Dej’s Summary. 25 Years since the Publication 
of Stalin’s ‘‘ International Character of the October Revolution”: L, 
TISMANEANU. The Uninterrupted Progress of Technology in the U.S.S.R.: 
G. ALEXANDRU. Two Years’ Successes towards the Accomplishment of 
the Great Electrification Plan in our Country : D. SIMULESCU. 

Vou. V, No. 11, NoveMBER 1952. The 35th Anniversary of the October 
Revolution: Report by Comrade Pervukhin in Moscow ; Speech by 
Comrade Constantinescu in Bucharest. Decrees: On Urban Recon- 
struction ; On Bucharest Town Planning ; On the Building of an Under. 
ground Railway in Bucharest. The Law of Planned, Proportionate 
Economic Development in the U.S.S.R.: E. LoKsHin. Successes of 
Socialist Industry in Rumania: M. Furorescu. The Natural Resources 
of China in the Service of Peace and Socialism: V. NeGREscu. Thy 
Struggle of the Indian People for Independence: L. Strosga. An In- 
tensification of Production in State Agriculture : V. Toror. 


Finansy i Kredit (Bulgarian Text) 


No. 9, OcToBER 1952. The Réle and Functions of the Budget in Socialist 
Construction : G. Boxov. The Réle of the Budget Inspectorate in Formu- 
lating and Executing Local Budgets: A. Dimitrov. The World Pro- 
duction and Distribution of Gold and American Imperialist Policy: 
I. Katincuarov. The Finance of the Bulgarian Investment Bank in the 
Construction and Completion of Economic Capacity : Ts. Tsangev. The 
Significance of the Indivisible Funds of Collective Farms: D. 5S. 


Gospodarka Planowa (Polish Text) 


No. 7, 1952. Hight Years of Liberated Poland. The Verification of Statistics 
and Reporting: A. SzyprNsxt. The Palace of Culture and Science in 
Warsaw : H. JANczEwski. On the Proper and Timely Formulation of 
the Plan in Light and Co-operative Industry : W. Stacewicz. Current 
Problems in the Mechanisation of Agriculture: J. Dmivrewsxi. The 
Organisation of Investment Supervision Units: A. HoroszkrewIcz. 
On the Fuller Use of Soviet Experience in the Sphere of the Functions of 
Control in Our Co-operative Work : A. Fonar. 

No. 8, 1952. Questions of Construction in Connection with the VII Plenum 
of the Polish Communist Party: 8. JepRycHowski. Fulfilment of the 
Plan for Lowering Production Costs in Industry: Z. AUGUSTOWSKI. 
The Krakéw Voivod in Perspective Against the Six Year Plan: K. 
KisteELEwski. The Compatability of Two State Systems : M. RakowskI. 
The Uneven Development of the United States: J. Mattnowskt. The 
Mercantile Marine in the Light of Politico-Economic Changes : I. TARSKI. 

No. 9, 1952. The New Soviet Five Year Plan. Some Disproportions in 
Livestock Production and the Possibilities for Removing Them: M. CzaJa. 
The Regular Progress of Production: 8S. Gerson. Against an Unjust 
Levelling of Wages: A. Fersxt. The Réle of Co-operatives in Supplies 
and Procurement: J. Marecxt. Steel in the Economies of Capitalist 
Countries : J. MASTALERZ. 

No. 10, 1952. The Electoral System: M. Muszxat. The Essentials of the 
Disproportion between Industry and Agriculture: B. Gatrsxi. Col- 
lective Methods of Planning: N. Krontx. Methods of Graphical Dis- 
tribution of Functions : M. DoroszEwicH and M. WazvEeK. Production 
Planning in Machine and Tool Repair Workshops: W. Remer. Tasks 
of Clients and Carriers in the Liquidation of Peaks in Transport: H. 
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TomiczEK. Remarks on Current Planning in Goods Turnover: F. 
Wuinski. The Development of the Bulgarian People’s Republic: J. 
Gaix. The Progress of Militarisation of the West European Economies : 
J. MALINOWSKEI. 

No. 11, 1952. Hconomic Problems of Socialism in the U.S.S.R.: J. STALIN. 
Before the XIX Congress of the Great Party of Lenin and Stalin. A 
Preliminary Analysis on the First Three Years of the Six-year Plan: 
K. Secomsx1. Electricity in the Autumn—Winter Peak: B. Jaszcozux. 
Problems in the Planning and Fulfilment of the National Economic Supply 
Plan: H. Wirkowskt. Questions of Planning Manpower Recruitment 
in the Light of the Directives of the VII Plenum of the Polish Communist 
Party: W. Daszxrewicz. Repair Problems in the Economy: H. 
MaRIANSKI and J. Dmirrewski. Soviet Aid: A Deciding Factor in the 
Development of the People’s Democracies : J. MASTALERZ. 


NEW BOOKS 
British 


Anstey (V.). The Economic Development of India, 4th Edition. 
London: Longmans, 1952. 9”. Pp. vii+ 677. 40s. 


[This fourth, revised and enlarged, edition brings the record of Indian develop- 
ment down to the beginning of the Second World War. While various changes 
have been made in earlier Chapters, to bring them up to date, the chief revision 
takes the form of a complete rewriting of Chapter XVIII, which deals with the 
economic developments of the years 1929-39. This period, Mrs. Anstey emphas- 
ises, has a two-fold importance, first as a trade cycle involving severe depression 
and subsequent revival from it, and second as a period of great political and 
constitutional change with important economic and social repercussions. The 
prices both of jute and of cotton fell to less than a half of their pre-depression 
levels, and in addition the volume of exports at constant prices fell by at least a 
quarter (revaluations at different prices yield markedly different results). Largely 
as a consequence, the pressures for protective measures were greatly strengthened. 
Mrs. Anstey discusses fully both the policies themselves and their effects in 
promoting certain home industries, of which sugar, cotton manufactures, cement 
are the most significant. In the absence of a Census of Production, accurate 
measure of Indian progress is difficult to assess, and the slow development of 
agriculture means in any case that in total output rose slowly, and was probably 
outstripped by population growth. When she looks to the future, Mrs. Anstey 
stresses the weaknesses of the Indian economy as it was in 1939—the lack of 
capital, the scarcity of skilled managers and technicians, and lack of enthusiasm 
for reform. She sees in the recent political changes real ground for hope that 
development will proceed at an enhanced pace.] 


ARTHUR (J.). Through Movement to Life. The Economic Em- 
ployment of the Disabled. London: Chapman and Hall, 1952. 84”. 
Pp. 93. 7s. 6d. 


[This short book describes some of the lessons learnt in the operation of the 
Michael Works, of which the author was the founder. The labour force of this 
woodworking factory consisted almost entirely of severely disabled men, and it 
operated without any government or charitable subvention. Unfortunately 
the lack of a steady flow of suitable work combined with initial under-capitalisa- 
tion forced the company into voluntary liquidation in 1949, when it was taken 
over by the Remploy organisation. In the meanwhile, however, much of value 
had been learnt, and Mr. Arthur has some interesting things to say both about 
the type of work most suitable for disabled men and about the personal problems 
involved in their employment. In his view the greatest service that could be 
rendered to the rehabilitation of severely disabled workers would be legislation 
to require public bodies such as hospitals to give priority in the award of contracts 
to disabled workshops, which are capable of executing such contracts at economic 
prices provided that a steady flow of work is assured. ] 
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Banking and Foreign Trade. A Series of Lectures delivered at the 
Fifth International Banking Summer School, Christ Church, Oxford, 
July 1952. London: Europa Publications (for the Institute of 
Bankers), 1952. 83”. Pp. 256. 15s. 


[To be reviewed.] 


The Billon London. The Finance of Trade by Bills of Exchange, 
London : Chapman and Hall, for Gillett Brothers Discount Co., Ltd, 
1952. 93”. Pp. 94. 15s. 


[This book, issued by a well-known London Discount House, is designed to 
provide general guidance on the purposes for which bills of exchange may be used 
and the ways of using them, particularly for the benefit of firms unaccustomed to 
drawing bills and unaware of their convenience. ] 


BuackerR (C. P.) (Ed.). Problem Families: Five Inquiries. 
London : The Eugenics Society, 1952. 83”. Pp. 123. 5s. 


[The inquiries here described were sponsored and co-ordinated by the Problem 
Families Committee of the Eugenics Society and carried out in the five districts 
concerned by the staffs of the local Medical Officers of Health, the field work being 
mostly done by health visitors. Most of the report is taken up with summary 
tables based on the particulars collected by the field workers, together with 
commentaries. The results are in many respects disappointingly inconclusive. 
This is partly because of the unreliability of the information obtained and the 
large element of subjectivity involved in the field workers’ assessments, and 
partly because of the lack of comparable particulars relating to normal families, 
in the absence of which several of the tables relating to problem families are 
difficult to interpret. Through many of the case histories included, moreover, there 
runs a tone of moral condemnation which, while very understandable, does not 
perhaps represent the most useful approach to the subject. However, some 
interesting findings do emerge; for example, that, in the families studied, mental 
subnormality was commoner among women than among men, whereas tempera- 
mental instability of various sorts was apparently more frequently observed in 
men than in women.] 


British ELECTRICAL DEVELOPMENT AssociaTIon. Lighting in 
Industry. Electricity and Productivity Series, No. 2. London: 
British Electrical Development Association, 1952. 9”. Pp. xi + 153. 
9s. 


[This book provides useful information on the means of calculating the cost 
and efficiency of alternative lighting installations and surveys in some detail the 
types of lighting most suitable for particular industrial processes. ] 


British TRAVEL AND Hoxtipays Association. Holidays in 195l. 
London: B.T.H.A., 1952. 8}”. Pp. 32. 2s. 6d. 


[The results of the sample survey reported in this pamphlet contain much of 
interest to the economist and to the student of social habits, as well as to those 
engaged in the holiday industry. The proportion of the population taking a 
holiday away from home remained stable at just over 50% between 1949 and 
1951 (the figure for 1950 being fractionally higher), and the same stability was 
for the most part to be found iu the distribution of holiday makers between 
different parts of Great Britain. There was, however, a perceptible increase in 
the proportion of those going abroad for their holidays, and this was partly 
responsible for the increase in estimated annual national expenditure on holidays 
from £300 million in 1949 to £380 million in 1951.] 


Brooxss (B. C.). Notes on the Teaching of Statistics in Schools. 
London : Heinemann, 1952. 73”. Pp. 80. 5s. 


[These notes are designed to give practical guidance to those engaged in teach- 
ing statistics in secondary schools. Section I contains a fairly detailed survey of 
material that might be included in a general curriculum, and Section IT contains 
teaching notes on the statistics syllabuses prescribed by G.C.E. examining author!- 
ties. The author’s style is clear and helpful, and many of the suggestions he 
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makes should be of value in stimulating among schoolchildren an interest in 
statistical methods and an appreciation of how statistical material should be 
handled. Study of these notes is likely to convince many readers that statistics 
isa much more suitable subject for teaching in schools than economics. } 


Cumberland House Journals and Inland Journals, 1775-1782. 
Edited by E. E. Rich. Second Series, 1779-82. London: Hudson’s 
Bay Record Society, 1952. 93”. Pp. xiii + 313. 

[This is the second of two volumes containing the journals kept at posts on 
the Saskatchewan in the earliest years of the Hudson’s Bay Company’s inland 
expansion from York Fort. Professor Glover devotes his long and interesting 
introduction to three main themes: the personality of Humphrey Marten, the 
chief factor at York Fort; the character of the men from the Orkneys on whom 
the Company principally relied for its labour force; and the small-pox epidemic 
which ravaged the Indian population in 1781-82 and gravely damaged the 
Company’s interests in those years.] 


The Durban Housing Survey. A Study of Housing in a Multi- 
racial Urban Community, by the Research Section of the Department 
of Economics and certain specialists in other Departments, University 
of Natal. Pietermaritzburg: University of Natal Press, 1952. 9”. 
Pp. iii + 508. 35s. 

[This is one of a series of supplementary reports, adding detailed information 
on particular topics to the more general Regional Survey of Natal which the Natal 
University College has been conducting for the Natal Social and Economic 
Planning Council. The report is in part descriptive and qualitative; in part it 
draws on earlier and existing statistical material; in part it presents the results 
of a one-in-twenty random sample survey made in 1943/4. It covers European, 
Indian and African housing alike, and in the last case the whole gamut from the 
European-type houses of the Africans of the professional class to the horrifying 
shacks in which so many live. The report inevitably emphasises the almost 
insoluble difficulties of making proper provision for housing an urban community 
of the very poor at anything like an economic rent.] 


Eaton (J.). Economics of Peace and War. - London: Lawrence 
& Wishart, 1952. 73”. Pp. 110. 8s. 6d. 

[An analysis of Britain’s economic problems in orthodox Stalinist Marxist 
terms. The author is notably well informed, and his vituperative pages contain 


some well-argued points. His general approach and conclusions do not contain 
any surprises. ] 


FEDERATION OF British INDUSTRIES. Royal Commission on the 
Taxation of Profits and Income 1952. London: Federation of British 
Industries, 1952. 84”. Pp. 59. 1s. 4d. 

[This memorandum contains brief discussion of and proposals on a variety of 


topics not dealt with in the documents previously submitted by the Federation 
to the Millard Tucker Committee and to the Royal Commission on Taxation.] 


Ferauson (T.). The Young Delinquent in his Social Setting. 
London: Oxford University Press, for the Nuffield Foundation, 1952. 
9". Pp. iii + 158. 10s. 6d. 


[To be reviewed. ] 


FRASER-STEPHEN (E.). Two Centuries in the London Coal Trade. 
sg Story of Charringtons. London: Charringtons, 1952. 10’. 
p. 157. 


[This beautifully produced volume traces the history of the firm which, as a 
result of a series of amalgamations, has now become the largest retail coal distri- 
butor in the country. For the general reader the chapters dealing with the 
earlier history of the firm contain more of interest than those concerned with 
more recent times. ] 
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HarGreaves (E. L.) and Gowrne (M. M.). Civil Industry and 
Trade. History of the Second World War. London: H.M. Stationery 
Office and Longmans, 1952. 93”. Pp. v + 678. 37s. 6d. 


(To be reviewed.] 


Harrop (R. F.). Economic Essays. London: Macmillan, 1952. 
8h”. Pp.v+ 301. 18s. 


[To be reviewed.] 


Hawrrey (R. G.). Capital and Employment. 2nd Edition. 
London: Longmans, 1952. 9”. Pp. v + 337. 40s. 

[The first edition of Capital and Employment was reviewed by H. Townshend 
in the Economic JourNaL of June 1937. In this revision, Professor Hawtrey 
has made a number of alterations and additions, especially in the chapter dealing 
with Keynes’s General Theory, which is now largely rewritten. Of particular 
interest is the passage in which Professor Hawtrey combats the view that the 
Oxford inquiry of 1939 showed that bank-rate movements have no important 
effect on dealers’ stock holdings. A new chapter is added containing an extended 
review, which originally appeared in Italian in the Rivista di Politica Economica, 
of the Experts’ Report to the United Nations of December 1949 on Measures for 
Full Employment.) 


Hovutpswortn (Sir Husert), Jones (H.), LatHam (LorD) and 
CiTRINE (Lorp). Efficiency in the Nationalised Industries. London : 
Allen & Unwin, 1952. 83”. Pp. 65. 7s. 6d. 

[Four papers dealing respectively with the National Coal Board, The Gas 
Industry, London Transport and Electricity Supply.] 


INTERNATIONAL Economic AssocraTIon. International Economic 
Papers No. 2. Edited by A. T. Peacock, R. Turvey, F. A. Lutz and 
Elizabeth Henderson. London: Macmillan (New York: The Mac- 
millan Co.), 1952. 10”. Pp. 232. 15s. 

[To be reviewed.] 


Isarp (W.) and Wuitnry (V.). Atomic Power. An Economic 
and Social Analysis. London: Allen & Unwin, 1952. 9”. Pp. 
Vii + 235. 37s. 6d. 


[To be reviewed.] 


McManon (C. W.). The British Purchase Tax. Fabian Research 
Series, No. 154. London: Fabian Publications, 1952. 83”. Pp. 
28. Is. 

[This pamphlet does not contain any particularly novel ideas, but it provides 


a useful succinct summary of the history of the purchase tax and of current 
arguments about its advantages and disadvantages. } 


May (S.), Faautanp (J.), Kocn (A. R.), Parsons (H. L.) and 
Senior (C.). Costa Rica. A Study in Economic Development. 
London: Allen & Unwin (New York: The Twentieth Century Fund), 
1952. 83”. Pp.v + 374. 24s. 


[To be reviewed.] 


Measurement of Productivity—Work Study Application and 
Training. Issued by the Joint Committee of the Institute of Cost 
and Works Accountants, and the Institution of Production Engineers. 
London : Gee & Co., 1952. 9”. Pp. 62. 5s. 

[After arguing the importance of work study, including method study, 
motion study and work measurement, this pamphlet is chiefly devoted to the 
selection and training of the various grades of practitioners needed for its applica- 
tion.] 
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Meyer (F. V.). Great Britain, the Sterling Area and Europe. 
Cambridge : Bowes & Bowes, 1952. 84”. Pp. vii+ 150. 2ls. 


[To be reviewed.] 


NuFFIELD ProvinciaL Hospitats Trust. Report of an Experi- 
ment in Hospital Costing. Oxford: Oxford University Press, 1952. 
$i". Pp. 235. 5s. 

[This inquiry into hospital costing methods was undertaken at the invitation 
of the Minister of Health. As the result of an experimental system put into 
practice over @ period of a year in the group of hospitals co-operating in the 
inquiry, the conclusion is reached that a system of departmental costing would 
not be unduly expensive to introduce, and might with advantage replace the 
analysis of cost under subjective headings currently required from hospitals by 
the Ministry of Health.] 


OrpisH (G.). Untaken Harvest. London: Constable, 1952. 
9”. Pp. vii+ 171. 15s. 

[This book tries to measure the losses in agriculture due to pests and diseases 
and the possibilities of reducing them. For the United Kingdom, which is not 
one of the worst sufferers, despite control measures which are estimated to cost 
nearly £10 million there are estimated losses from these causes of close to 
£80 million. It need hardly be emphasised what a considerable contribution 
to import saving can be made by more effective measures of pest and disease 
control. ] 


Petrig (J. Ricnarps). The Taxation of Corporate Income in 
Canada. Toronto: Toronto University Press (London: Geoffrey 
Cumberlege), 1952. 93”. Pp. ix + 380. 55s. 


[A comprehensive analysis of a tax which in recent times has yielded over a 
quarter of Canada’s national revenue.] 


Postan (M. M.) and Rica (E. E.) (Ed.). The Cambridge Economic 
History of Europe. Vol. II. Trade and Industry in the Middle 
Ages. London: Cambridge University Press, 1952. 9}”. Pp. v + 
604. 45s. 


[To be reviewed. ] 


Pounps (N. J.G.). The Ruhr. London: Faber, 1952. 9”. Pp. 
283. 25s. 


[To be reviewed.] 


Research and Development in British Industry. London: Fed- 
eration of British Industries, 1952. 83”. Pp. 19. Ils. 6d. 

[This is based on the replies made by some 300 firms to a questionnaire cir- 
culated by the F.B.I. Industrial Research Committee. A comparison with the 
results of an earlier survey suggests an increase in expenditure on research and 
development between 1945/6 and 1950/1 of something over 50%, though the 
Tepresentativeness of the sample is admittedly too uncertain to permit any very 
firm conclusions to be drawn.] 


REGISTRAR OF Banks. Sixth Annual Report, Period ended 31st 
December, 1952. Pretoria: The Government Printer, 1952. 13”. 
Pp. 39. 4s. 


Ross (J. S.). The National Health Service in Great Britain. 
London : Oxford University Press, 1952. 9”. Pp. vii + 398. 30s. 


[To be reviewed.] 
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Rowe (F. W.). The History of Education in Newfoundland, 
Toronto: The Ryerson Press, 1952. 9”. Pp. 147. $4. 
[An interesting and competent history of the educational system in New. 


foundland and of the origins of the unusual division of responsibility between 
government and religious denominations by which it is characterised. ] 


Sawer (G.) (Ed.). Federalism. An Australian Jubilee Study, 
Melbourne: F. W. Cheshire, for the Australian National University, 
1952. 84”. Pp.i-+ 284. 39s. 6d. 

[This contains the proceedings of two Seminars on Federalism organised by the 
Australian National University in 1951. Among the contributions of interest to 
economists are “ Principles of Decentralisation,’’ by Colin Clark, ‘“‘ Some Aspects 
of Federal-State Financial Relations (Australia),” by H. P. Brown and “ Federal 
Finance (Canada),” by W. A. Mackintosh. Each paper is followed by discussion.] 

Sayers (R. 8.) (Ed.). Banking in the British Commonwealth. 
Oxford: Oxford University Press, 1952. 9”. Pp. vii + 486. 35s. 

[To be reviewed.] 


Scuiote (W.). British Overseas Trade from 1700 to the 1930's. 
(Translated by W. H. Chaloner and W. O. Henderson). Oxford: 
Basil Blackwell, 1952. 9”. Pp. iii+ 181. 22s. 6d. 

[To be reviewed. ] 


SHOVE (FREDEGOND). Fredegond and Gerald Shove. Cambridge: 
Privately printed, 1952. Copies obtainable from Bowes & Bowes. 
93”. Pp. vi+ 46. 8s. 6d. 


[This privately printed and very intimate document may be of interest to a 
select few of Gerald Shove’s former pupils and colleagues. It includes, besides 
other and more personal documents of her own, a brief picture of Gerald written 
by Fredegond shortly after his death. While it is in no way concerned with his 
notable contributions to economics, it may help others to glimpse some of the 
less visible facets of a very remarkable personality.] 


Stark (W.). Jeremy Bentham’s Economic Writings. Volume II. 
London: Allen & Unwin, 1952. 83”. Pp. 458. 40s. 


[To be reviewed. ] 


Stems (G.). The World the Dollar Built. London: Dobson, 
1952. 9”. Pp. 288. 12s. 6d. 


[The charge that the post-war prosperity of the United States has been based 
on armaments expenditure is the most damaging line of attack that is currently 
brought against American capitalism by its detractors, and the one that is most 
difficult to refute. The central contention of Mr. Stein’s highly controversial 
book is that the ever-present (and well-founded) fear of a return to depression, 
in conjunction with the strength of the organised opposition to stabilisation 
measures which would involve any reduction in the power or prestige of business 
leaders, has driven the United States into a state of dependence on armaments 
expenditure that can lead ultimately only to a third world war. Mr. Stein 
writes as a journalist rather than an economist; in stressing the pathology of 
American capitalism—he has much to say in passing on the shortcomings of the 
‘“‘ free enterprise ’? system in such spheres as social security, housing, the dis- 
tribution of income and the alleviation of rural poverty—he does not make 
sufficiently clear the magnitude of its achievements during and since the war. 
Nor does he enter into the crucial and highly complicated question whether, in 
the event of a large reduction in military spending, the accompanying reduction 
in taxation would cause consumption and private investment to rise sufficiently 
to fill the gap without at the same time leading to an early exhaustion of invest- 
ment opportunities. However, despite these shortcomings and a general tendency 
to overstatement, the book is well informed as weil as eloquently written, and 
on a popular plane it makes a good case. The reader is left in no doubt as to 
the sincerity of the author’s desire to see reforms in the American economic and 
political system which would enable it to find an alternative to what he conceives 
to be its present disastrous choice between slump and war.] 
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Worswick (G. D. N.) and Apy (P. H.) (Ed.)._ The British Economy 
1945-1950. Oxford: Oxford University Press, 1952. 84”. Pp. 621. 


35s. 
[To be reviewed. ] 


Indian 


Buareava (R. N.). The Principle and Problems of Inheritance 
Taxation. Banaras: Nand Kishore, 1952. 9”. Pp. 195. 


[The author, a member of the Department of Economics of the University of 
Allahabad, starts by discussing the whole theory and equity of inheritance and of 
the taxation of inheritance, judged both by its effects on work and saving and 
by the possible redistribution of capital and income. He invokes the practice 
and experience not only of India but also of the United Kingdom, of the United 
States and other countries. He examines in some detail the Rignano scheme, 
but decides on balance against measures to discriminate according to the age of 
the fortune. He then goes on to examine the present law of India, both in its 
constitutional aspects and from the point of view of equity and evasion where the 
joint family system rules. His final conclusion is that death duties should be a 
matter of central legislation and administration. He suggests an exemption 
limit of Rs. 100,000 (in contrast to £2000 in the United Kingdom) and a maximum 
rate of 20% over Rs. 5 million.] 


Das HaJELA (PRAyAG). Keynes’s “General Theory,” Trade 
Cycle and Foreign Exchange. Allahabad: Pothishala, Ltd., 1952. 
9”. Pp. 3+ 232. Rs. 5s. 

[This book is made up of four related essays. In the first the author outlines 
the main elements of Keynesian theory and discusses the validity of the claim 
that it embraces classical economics as a special case. The second essay is 
devoted to a discussion of the purchasing power parity theory of the foreign 
exchanges and its defects and with the alternative theories that may be advanced 
in its place. The third essay contains an account of the theories of the trade 
cycle advanced by Hawtrey, Hayek and Keynes and their implications for policy. 
The book is concluded by a brief paper on the definition of money.] 


GoopatL (M. R.). Administration and Planning for Economic 
Development. Three Lectures. Delhi: Ranjit (Cambridge: Students’ 
Bookshops), 1952. 7”. Pp. 61. 38. 6d. 


[The principal subjects discussed in these lectures relate to co-operation 
between government economic planning agencies and private individuals and 
interest groups, and to the relationship between different branches and levels of 
administration within the government itself.] 


Indian Annual Market Review, 1951. Bombay: Premchand 
Roychand, 1952. 10”. Pp. 79. 


LaLwani (Kastur CHanpb) (Ed.). Industrial Economics. Cal- 
cutta: Artha Vanijya Gabesana Mandir, 1952. 73”. Pp. 255. 

[This is the fifth volume in a series of Handbooks on Economics and Commerce. 
This volume in fact deals with the broadest issues of Indian economic policy, 
including commercial policy, fiscal policy, the place of foreign capital and the like, 
as well as the more straightforward problems of industrial organisation, manage- 
ment and location. It is descriptive of what is and what might be rather than 
analytical. It is seldom concerned with first principles. But these can more 
readily be derived from other books, and this book will prove a useful source of 
information for elementary students in India.] 


Misra (B. R.). Economic Aspects of the Indian Constitution. 
Calcutta : Oriental Longmans, 1952. 84”. Pp. 84. Rs. 4s. 
[Prof. Misra, of the University of Patna, stresses the intimate relations 


between the Union and the States which must exist and work smoothly if the 
necessary economic policies are to be successfully carried out.] 
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Ramaswamy (T. N.). Economic Analysis of the Draft Plan. 
Allahabad : The Indian Press, 1952. 8”. Pp. vii+ 159. Rs. 5s. 


[This is a very puzzling book. It is quite clear that Mr. Ramaswamy dislikes 
something very strongly. But it is very difficult to find out what it is that he 
dislikes. He clearly believes that the present Indian Draft Plan is a bad plan. 
He distrusts its population assumptions; he distrusts its price policies and the 
assumed possibilities of controlling prices; he distrusts the heavy emphasis on 
river projects ; he distrusts the inadequacies of the agricultural policies. Above all, 
he holds that “‘ to pretend that our country, at the present stage of its develop- 
ment, is fit to conceive and implement a democratic plan is to shut one’s eyes to 
the fundamental deficiencies of the inte!lectual and cultural background of the 
majority of populations in our country.’ Having read thus far, one may be 
forgiven for expecting a final chapter on the virtues of laisser-faire. Instead, 
we are told that ‘“ those who attempt to plan for our country will... have to 
build like giants and work like jewellers.’”’ The existing planners have been, 
it would seem, as heavy footed as giants. But where are these giant-jewellers 
to be found ?] 


American 


Azstunteks (A. P.). Co-operation behind the Iron Curtain. 
Madison: Mimir, 1952. 9”. Pp.i+49. $1. 


[The author of this study of consumer co-operation in the U.S.S.R. is a 
Latvian economist now resident in Sweden. His main concern is not so much to 
investigate the part played by co-operation in the Soviet economy, though he 
provides a certain amount of information bearing on this, as to demonstrate the 
small degree of autonomy enjoyed by Russian consumer co-operatives and to 
emphasise their essentially political character. ] 


AnpDERSON (W. H.). Taxation and the American Economy. An 
Economic, Legal and Administrative Analysis. New York: Prentice 
Hall, 1952. 93”. Pp. xix + 598. 

[This text-book deals comprehensively with the various types of federal, 
state and local tax in force in the United States.] 


AnTHONY (R. N.). Management Controls in Industrial Research 
Organisations. Boston: Harvard Graduate School of Business 
Administration (London: Bailey Bros. & Swinfen), 1952. 84”. 
Pp. v + 537. 54s. 

[This study is based on an extensive collection of first-hand material, derived 
from detailed study of a certain number of industrial research establishments 
and from answers to a questionnaire circulated to a much larger number. The 
author is concerned with such questions as the means by which corporations 
make funds available to their research organisations, the planning of research 
programmes and the control over work in progress and the expenditure it involves. 
Though couched in fairly general terms, the book is addressed primarily to 
readers practically concerned in business administration rather than to 
economists. ] 


Approaches to Problems of High Fertility in Agrarian Societies. 
Papers presented at the 1951 Annual Conference of the Milbank 
Memorial Fund. New York: Milbank Memorial Fund, 1952. 9’. 
Pp. 171. 


{Most of the contributions to this symposium deal with population problems 
of individual countries, among them Korea, India, Japan, Mexico and Puerto 
Rico. Among the more general papers, that by Dr. Clair E. Folsome is notable 
for its categorical conclusion that medical science has yet to produce a method 
of fertility control suitable for use in poor agrarian societies. ] 
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Birp (F. L.). The Municipal Debt. A Description, Analysis and 
Appraisal of Debt Policy and Administration of the City of New York. 
New York: Mayor’s Committee on Management Survey, 1951. 8}”. 
Pp. v + 148. 

[The background of this study is the very large volume of New York City 
bonds outstanding, much of it is the result of short-sighted borrowing in the past, 
and the anomalously low credit standing of the New York City bonds in the 
market. } 


BreEssLER (R. G.). City Milk Distribution. Cambridge, Mass. : 
Harvard University Press (London: Geoffrey Cumberlege), 1952. 
83”. Pp. vii + 398. 40s. 

[This study from the Department of Agricultural Economics at the University 
of Connecticut begins with an analysis of the present organisation of milk dis- 
tribution, as illustrated by typical major, secondary and dispersed rural markets. 
It goes on to discuss the chief components of cost of distribution under the heads 
of delivery trucks, labour, bottling plants and the like and examines the possi- 
bilities of securing economies by reorganisation and by possible rationalising 
through exclusive territories or complete municipal operation. Finally, it 
goes on to the analysis of consumer demand, and studies of consumer reaction 
to various cost-saving forms of reorganisation. The author ends by expressing 
his conviction that very substantial savings are practicable. ]} 


Buck (A. E.). Budgeting and Financial Management of the City 
of New York. New York: Mayor’s Committee on Management 
Survey, 1952. 83”. Pp. v + 90. 

(This monograph deals with the processes by which the budget of New York 
City is prepared and receives legislative authorisation, and with the system by 
which the City’s expenditure is managed and controlled. The author finds 
grave fault in each of these branches of administration, and he suggests some 
thoroughgoing reforms.] 


Cote (A. H.) and Warts (G. B.). The Handicrafts of France, as 
recorded in the Descriptions des Arts et Métiers 1761-1788. Boston : 
Baker Library, Harvard Graduate School of Business Administration, 
1952. 11”. Pp. 43. 

[The Descriptions des Arts et Métiers, published by the Académie Royale des 
Sciences of Paris in 1761-88, have been relatively little used by historians, and 
few libraries contain a complete collection of the many volumes by different 
authors that go to make up the series. The technical descriptions they contain 
may be taken, as Professors Cole and Watts put it, to “‘ portray the maxima of 
skills attained at the end of a social period, the age of the handicraftsman.”’ 
The present pamphlet describes the origins and character of the series, together 
with biographical particulars on its authors and editors, and furnishes in addition 
extensive bibliographical information about it.] 


Cotton (J.). Compulsory Labor Arbitration in France, 1936- 
1939. New York: Columbia University Press (London: Geoffrey 
Cumberlege), 1951. 8”. Pp. xvi + 220. 2ls. 

[This book traces the origins, growth and development of the system of 
compulsory arbitration which operated in France from 1937 until the outbreak 
of war in 1939. The great wave of sit-down strikes in the spring of 1936 was 
a strange manifestation by the workers with which to welcome the Popular 
Front Government. The efforts of the Government to handle that embarrassing 
situation, at first by conciliation and mediation and varying degrees of Govern- 
ment pressure, led on inevitably to compulsory arbitration. It was compulsory 
arbitration in a peculiar sense in that, at first, it imposed no penalties for its 
disregard, and the penalties later introduced were half-heartedly applied. The 
most interesting topic discussed is the attempt to limit the absolute discretion 
of the arbitrators. The legislation, in requiring them to adjust to the variation 
in the cost of living ‘‘ les salaires dont cette variation rend la modification néces- 
satire,” can hardly be said to have provided clearer guidance than the one such 
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attempt in modern British statutory wages regulation contained in the Agricul. 
tural Wages (Regulation) Act of 1924. Nevertheless, the Cour Supérieure 
d@’ Arbitrage evolved out of that cryptic formula a code of practice which, inci- 
dentally, contributed largely to labour’s disillusionment with the whole system 
of compulsory arbitration. The author’s conclusion is that the system con- 
tributed to industrial peace in France. But it is clear—as he admits—that 
there were other and more potent factors operating towards the end of the 
experiment to account for M. Charles Pomaret’s statement as French Minister 
of Labour to the International Labour Conference in 1939: “‘ Il n’y a pas une 
seule gréve sur l’ensemble du territoire frangais.’’] 


Conference on Research in Business Finance. New York: National 
Bureau of Economic Research, 1952. 94”. Pp. vii + 340. $5. 


[To be reviewed. ] 


CooLsEN (F. G.), Myres (W. S.) and Martin (J. W.). Paducah 
and Western Kentucky Income, Labor and Retail Trade Patterns. 
Frankfort, Kentucky : Agricultural and Industrial Development Board 
of Kentucky, 1952. 11”. Pp. ii + 68. 


[A study of income and labour market conditions in an area in western Ken- 
tucky in which extensive constructicn of atomic energy and related plants has 
recently taken place. ] 


DresoLp (W.). The End of the 1.T.0. Essays in International 
Finance, No. 16. Princeton: Princeton University Press, 1952. 9”. 
Pp. 37. 


[The author of this interesting essay reviews the political and economic pres- 
sures that led to the ITO Charter being dropped by the United States administra- 
tion. He discusses the two to some extent conflicting lines of thought that 
caused the Charter to be unpopular in American business circles, namely the old- 
fashioned protectionist viewpoint on the one hand and on the other the newer 
approach, which he terms “ perfectionist,” which found the Charter unsatisfactory 
as containing too many escape clauses which might be invoked to the disadvantage 
of the United States and as making too many concessions generally to the 
principle of government intervention in economic affairs. He then goes on to 
consider the strains to which GATT, “ the ITO manqué,” has been subjected, and 
to discuss the difficulties of applying the underlying doctrines of the ITO in a 
world largely different from that on which it was premised. ] 


Eate (W. P.). Economic Stabilization. Objectives, Rules, and 
Mechanisms. Princeton: Princeton University Press for the Univer- 
sity of Cincinnati (London: Geoffrey Cumberlege), 1952. 9”. Pp. 
v + 264. 25s. 


[The central thesis of this book is its advocacy of what the author calls “ the 
method of binding targets ” as a way of avoiding or mitigating cyclical fluctua- 
tions. This method is closely similar to that sometimes known as ‘“‘ full employ- 
ment by magic.”” The idea is that the government guarantees the maintenance 
of the national income (or whatever other measure of activity may be chosen) 
at a certain level, or within certain limits, and is prepared to engage in deficit 
finance or any other procedure necessary to attain the desired end. However, 
the stabilisation of entrepreneurial expectations engendered by the guarantee 
will, it is hoped, by itself bring about the desired stability in activity without 
the government actually having to do anything. The author argues that this 
is the most promising means of achieving stability without damage to the freedom 
of enterprise. ] 


Gamss (J. S.). Man, Money, and Goods. New York: Columbia 
University Press (London: Geoffrey Cumberlege), 1952. 84”. Pp. 
vii + 339. 24s. 


[To be reviewed.] 
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Hate (R. M.) and SHoup (C.8.). The Financial Problem of the City 
of New York. New York: Mayor’s Committee on Management 
Survey, 1952. 84”. Pp. 551. 

[This is the summary volume of the Finance Project of the Mayor’s Committee 
on Management Survey of the City of New York. It is based in part on mono- 
graphs already separately published. Critical discussion of the pattern of the 
City’s expenditure fell outside the terms of reference of the Project, and the 
volume is mainly taken up with analysis of the various current sources of revenue 
and the ways in which they might be altered or added to.] 


Lewis (B. W.). British Planning and Nationalisation. New 
York: The Twentieth Century Fund (London: Allen & Unwin), 
1952. 9”. Pp.v +313. 24s. 


[To be reviewed. ] 


MartTIN (J. W.). Paducah and McCracken County Revenue Base. 
Frankfort, Kentucky: Agricultural and Industrial Development 
Board of Kentucky, 1952. 11”. Pp. 9. 


[An analysis of the level of assessments in the county and of the equity of the 
tax system resulting from them.] 


Muts (F. C.). Productivity and Economic Progress. New York : 
National Bureau of Economic Research, 1952. 9”. Pp. 36. 75ce. 


[This essay sets forth the results of three fundamentally simple but none the 
less extremely instructive calculations relating to the growth of output in the 
United States during the last sixty years. First, the elements in increases in 
gross national product in each decade attributable respectively to productivity 
gain and change in labour input are distinguished; secondly, measures are given 
of the proportion of each decade’s real output necessary for the maintenance of 
the capital stock and for the maintenance of per head consumption at the standard 
of the preceding decade; and finally, the “‘ margin above maintenance needs,” 
which is the residual in the second calculation, is divided into the three uses to 
which it was put, military expenditure, net capital formation and consumption 
change. The statistical basis of these calculations will be more fully described 
in a forthcoming National Bureau monograph.] 


Mises (L. von). Planning for Freedom, and other essays and 
addresses. South Holland, Illinois: Libertarian Press, 1952. 8”. 
Pp. 174. $1-50. 


(This is a collection of essays and addresses previously published in various 
newspapers and journals. Professor Mises sets forth his well-known extreme 
laissez-faire position, to which Keynes and Veblen are no less anathema than 
Marx. Unfortunately in the brief space of each paper Professor Mises is not able 
to get down to any very close or profound reasoning, and the tone is polemical 
rather than analytic.] 


More@an (T.). Introduction to Economics. New York: Prentice 
Hall, 1952. 94”. Pp. vii + 857. 


[To be reviewed. ] 


PatTerRson (G.) and Bearman (J. N.). Survey of United States 
International Finance 1950. Princeton: Princeton University Press, 
1952. 9". Pp. iii +310. 15s. 

[This survey, from the International Finance Section of Princeton University, 
carries on from an earlier experimental survey covering 1949. It is best described 
a8 a critical record. It aims to give the full story of the year within its chosen 
field, but from time to time, and particularly in short introductory or concluding 
paragraphs, some shrewd comment emerges. This year’s volume is divided 
into seven main sections: grant programmes; the Point Four programme; loans 
and investments; the Bank and the Fund; commercial policy; European 
economic integration; the United States balance of payments. On the whole the 
work is very well done, though there are naturally points on which a reader may 
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find himself in disagreement. Why, for instance, should they assume (p. 268) 
that the disappearance of East-West trade is to be expected to raise the relative 
importance of intra-European trade with other countries rather than extra. 
European trade? Were not the Danubian imports largely of a kind, such ag 
grain, which must now be imported from outside? This is a useful addition to 
the already large class of such surveys. Its special interest is that it has a par. 
ticularly American viewpoint. ] 


PuEtps (C. W.). The Role of the Sales Finance Companies in the 
American Economy. Studies in Consumer Credit, No. 1. Baltimore ; 
Commercial Credit Co., 1952. 93”. Pp. iii + 87. 

[This account of the evolution of sales finance companies and their relation to 
the automobile industry was commissioned and is published by one of the three 
largest firms engaged in this type of business in the United States. Professor 
Phelps’s somewhat uncritical treatment of the subject essentially as a big success 
story reflects the circumstances in which the work originated. It contains, 
however, a certain amount of useful and interesting information.] 


Quinto (L. J.). Municipal Income Taxation in the United States. 
New York: Mayor’s Committee on Management Survey of the City of 
New York, 1952. 8}”. Pp. v + 116. 

[A factual study of a type of local tax which has come increasingly into use 
in the United States in recent years, especially in the states of Pennsylvania and 
Ohio, and which seems likely to be adopted still more widely in the future. 
With the exception of the District of Columbia income tax, which stands ona 
rather different footing, all the systems studied are of a broadly similar character, 
the commonest practice being to impose a proportional 1% tax on all earned 
incomes, leaving unearned incomes and sometimes also corporate profits exempt.] 


Re-Privatizing Public Enterprise. Washington: Chamber of 
Commerce of the United States, 1952. 9”. Pp. 38. 50c. 

[The purpose of this pamphlet is to consider the means by which nationalised 
industries and firms may be restored to private ownership, and to demonstrate 
that the difficulties involved are not prohibitive. Especial attention is paid to 
the case of the Schering Corporation, which was returned to private ownership 
in March 1952 after being owned and operated by the United States government 
for ten years. ] 

StigLER (G. J.). The Theory of Price. Revised Edition. New 
York : The Macmillan Co., 1952. 83”. Pp.v +310. 28s. 

[The earlier editions of this book were reviewed by Professor E. A. G. Robinson 
in the Economic JouRNAL of March 1948. The present version has been com- 
pletely rewritten, and the emphasis is shifted to a fuller treatment of the relation- 
ship between the theory and the empirical evidence. This is achieved without 
losing the theoretical rigour which was so noteworthy a feature of the earlier 
editions and without sacrifice of brevity. The section on capital and interest, 
formerly the least successful part of the book, is now omitted. The result is an 
advanced text-book of an extremely satisfying character, and one that is in 
certain respects unique. ] 


Stricter (G. J.) and Bouuprine (K. E.) (Ed.). Readings in Price 
Theory. Chicago: Richard D. Irwin for the American Economic 
Association, 1952. 9”. Pp. v + 568. 

[To be reviewed. ] 


Taytor (J.). Business and Government, an Introduction. College 
Outline Series, No. 82. New York: Barnes & Noble, 1952. 8}’. 
Pp. v + 322. $1-75. 

[This introductory text-book deals with the various forms of government 
intervention in economic affairs, including anti-trust and social welfare !egisla- 
tion, the regulation of labour unions, the protection of agriculture, full-employ- 
ment policy and a wide range of other topics. The style of the book is lively and 
to the point, and the general approach sensible and well balanced. It is, however, 
designed exclusively for the American reader.] 
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Vickrey (W.S.). The Revision of the Rapid Transit Fare Struc- 
ture of the City of New York. New York: Mayor’s Committee on 
Management Survey, 1952. 8}”. Pp. v + 156. 


[The traditional flat fare charged on the New York subway is now found to 
bring in an inadequate revenue, and can no longer be said to favour a desirable 
pattern of city growth. The present very interesting monograph is devoted to 
a discussion of possible alternatives. It contains careful estimates of marginal 
costs of particular types of traffic and a brave attempt to make quantitative 
measures of the much less easily calculable part of the problem, the response of 
traffic to fare changes. In the author’s opinion, discrimination by time of day is 
likely to contribute more to economic utilisation of the system than discrimination 
by mileage travelled, though both are desirable in principle. Some of his sugges- 
tions are extremely ingenious, and he deals fully with the cost and practicability 
of fare-collection under the different schemes considered.] 


Wa ker (C. R.) and Guest (R. H.). The Man on the Assembly 
Line. Cambridge, Mass: Harvard University Press (London: 
Geoffrey Cumberlege), 1952. 83”. Pp. 180. 21s. 


[This small book sets out to examine the effects of mass production, or mass 
assembly, jobs on the individual worker. ‘“‘ A representative sample of 180 
workers on an automobile assembly line were interviewed in their homes with a 
schedule designed to bring out facts, attitudes and opinions about their jobs, their 
relations to fellow workers and supervisors, working conditions, pay and pro- 
motion, and relations to the union.’”” The report and its numerous illustrations 
provide a clear enough picture of the whole environment of work. Only eighty- 
two out of the 180 had previously been in manufacturing employment; textiles 
and shoes accounted for thirty-two of them, and only two had previous experience 
of automobile assembly. Median weekly wages on previous jobs were $42; in 
the assembly plant $60-4, both excluding overtime Roughly 10% of the 180 
preferred or were indifferent to jobs with mass-production characteristics. The 
great majority expressed varying degrees of dislike. The good working conditions 
of the plant were appreciated, but it was frequently held that they did not 
counterbalance the drudgery of the line. In terms of pay and security 147 liked 
the job, and only one stated a dislike. The contrast with previous jobs is marked 
in this respect; only fifty-four liked and eighty-one disliked their previous job 
from this point of view. But in terms of job content fifty-three liked their 
previous job and eighteen disliked it; only seven liked the present job and 
ninety-six admitted a dislike. The report discusses in some detail the reasons 
for this dislike, many of which can be summed up in the effective but unattractive 
word “ de-personalisation.’’} 


Weis (H. A.). Monopoly and Social Control. Washington : 
Public Affairs Press, 1952. 93”. Pp. v +158. $3-25. 


[To be reviewed.} 


French 


Bénarp (J.). La Conception Marxiste du Capital. Paris: 
Société d’Edition d’Enseignement Supérieur, 1952. 8}". Pp. 365. 


[To be reviewed. ] 


Creonta (C. K.). Mouvements Monétaires dans l’Etat de Milan, 
1580-1700. Paris: Armand Colin, 1952. 10’. Pp. 93. 300 fr. 


[This scholarly monograph describes the monetary system of the state of 
Milan in 1580-1700 and traces the relations between the quantities of different 
types of money, the level of prices and, in so far as it can be ascertained, the 
level of production. The author’s tentative conclusions emphasise the impor- 
tance of demographic and other non-monetary influences on the price level and 
the impropriety of taking monetary statistics as a criterion of the general state 
of economic prosperity in the period in question. ] 
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GuertEeumt (J.-L.). Naissance et Formation des Trade Unions 
des Mineurs en Grande Bretagne. Paris: Armand Colin, 1952. 10”, 
Pp. 158. 


[This study covers the period 1843-1919. The author has attempted to 
analyse the separate economic, social and other factors which, in combination, 
have contributed to the development of trade unionism among the British 
miners. On the economic side, he instances, in particular, the cyclical move. 
ment of wages with prices in an industry where labour costs constitute a high 
proportion of total cost. As to the other influences which have moulded the 
organisation of the mine-workers, M. Guglielmi touches on much that is interest. 
ing, e.g., the social importance of the valley geography of South Wales. In 
the relatively short compass of his work, however, he is unable to develop the 
argument fully. The history of the miners in Britain and in other countries, as 
M. Guglielmi indicates, often reads like that of a race apart from other men, 
The transition from the conditions which inspired Zola to write ‘ Germinal” 
to the position which the miner now holds is a remarkable commentary on the 
resilience and versatility of modern Society. It offers a fascinating field for 
continued study. ] 


Moss& (R.). Les Salaires. Paris: Marcel Riviére, 1952. 8}’. 
Pp. 324. 

[To be reviewed. ] 

Prerrre (A.). L’Economie Allemande Contemporaine (Allemagne 


Occidentale) 1945-1952. Paris: M.-Th. Genin, 1952. 10’. Pp. 
672. 


[To be reviewed.] 


Belgian 


JACQUEMYNS (G.). Une Crise de Consommation. Brussels: Pare 
Léopold, 1952. 83”. Pp. 37. 


[Twelve questions were put to Belgian consumers by the Institut Universi- 
taire d’Information Sociale et Economique in order to discover how their 
expenditures were affected by anticipated price rises at the beginning of the 
war in Korea, and what accounts for the current decline in their expenditures. 
The information is intended, inter alia, to cast light on whether the latter is 
primarily due to expectations of falling prices, to lack of income at ruling prices 
or to a desire to hold a reserve of income against future developments. The 
questions were asked of different income, social, age and sex groups, and among 
the Walloon and Flemish populations. No details are given of the size of the 
sample. ] 


La Situation Economique de la Belgique et du Congo Belge, 1951- 
1952. Edited by the Kredietbank, S.A. Courtrai: Vermaut, 1952. 
83”. Pp. 105. 


(This useful little handbook, of which the Kredietbank has brought out 
several since the War, covers the period June 1950-September 1952. It thus 
includes the great fluctuations in prices of raw materials which were set in motion 
by the outbreak of the Korean War, and the effects of rearmament on economic 
activity. The book is amply documented with statistical tables dealing with 
production, foreign trade, etc., in Belgium and the Belgian Congo.] 


German 


BaaDE (F.). Brot fiir ganz Europa. Hamburg: Paul Parey, 
1952. 10°. Pp. 230. 
[To be reviewed.] 
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Brent (M.). Das Zahlungsbilanzproblem der Vereinigten Staaten 
und Deutschlands Dollar-Ausfuhr. Kiel: Institut fiir Weltwirtschaft 
an der Universitit Kiel, 1951. 12’. Pp. 74 + appendices. 


[A short and readable account of the dollar problem from the German point 
of view. After a competent survey of the U.S. balance of payments over the 
last fifteen years, the report gives a short account of the German export drive 
to the Western Hemisphere. Like Great Britain, the German economy has 
suffered a deterioration in the terms of trade. However, the structure of German 
exports to the United States is radically different from that existing before the 
war as compared with Britain. Thus the partition has meant the loss of exports 
of chemicals and machinery which formerly were important. Now the exports 
of finished goods, particularly textiles and china, is relatively more important, 
and these are precisely the goods which are likely to face very heavy competition 
and are most likely to be curtailed by tariffs.] 


BrnDER (P.). Die Geldkapitalbildung. Recht und Staat, 170/171. 
Tiibigen : J.C. B. Mohr, 1952. 9”. Pp. 48. DM 1.90 


[This pamphlet gives a brief theoretical analysis of the savings—investment 
process the conclusions of which are applied to the post-war West German 
economy. The author contends that while there is a sufficient volume of savings 
forthcoming, investors are reluctant to commit themselves on long-term projects 
on account of their experience of debt devaluations. He concludes with a number 
of proposals designed to encourage free enterprise. ] 


BLANKE (W.). Uber Theorie und Methode der Berechnung von 
Kaufkraftparititen. Bremen: Bremer Aus schuss fiir Wirtschafts- 
forschung, 1952. 114”. 


[A scholarly survey of Cassel’s doctrine of purchasing power parity as 
expounded by recent English and German writers.] 


BraEUER (W.). Handbuch zur Geschichte der Volkswirtschafts- 
lehre. Frankfurt am Main: Vittorio Klostermann, 1952. 943’. Pp. 
224. DM 18.50 


[Reviewed in this issue.] 


Die Chemische Industrie in der Sowjetischen Besatzungszone. 
Bonner Berichte aus Mittel-und Osterdeutschland. Bonn: Bundes- 
ministerium fiir Gesamtdeutsche Fragen, 1952. 8”. Pp. 80. 


[This is one of a series of documents issued by the Western government on 
developments in Eastern Germany. It deals with the socialisation of the chemical 
industry. The study is well supported by statistics and gives details of the 
= of the industry in the post-war period and the proposals under the five- 
year plan.]} 


Eppine (F.). Die Fliichtlinge als Belastung und Antrieb der 
westdeutschen Wirtschaft. Kiel: Instituts fiir Weltwirtschaft an 
der Universitat Kiel, 1952. 8}”. Pp. 63. 


[Since the end of the war Western Germany has faced a refugee problem which 
on account of the continuing influx from Eastern Europe shows only small signs 
of diminishing. This study of the “‘ The Refugees as a Burden and Challenge to 
West German Economy ” sets out the relevant facts in some detail. It empha- 
sises the importance of a high level of investment in helping the integration of 
the refugees into the economic life of Western Germany, and suggests that a 
central authority for refugee problems would be advisable.] 


Jéur(W.A.). Die Konjunkturschwankungen. Tiibingen: J.C. B. 
Mohr, 1952. 10”. Pp. 675. 
[To be reviewed.] 
No. 249.—voL,. Lxu1. 
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Kvuczynski (JURGEN). Studien zur Geschichte des deutschen 
Imperialismus. I. Monopole und Unternehmerverbinde. Berlin: 
Dietz Verlag, 1952. 8’. Pp. 5 + 398. 


[This is the second edition of a work first published in 1948, and differs only 
in a number of amendments “ due primarily to a more thorough study of the 
works of J. V. Stalin.’’] 


KvuczyNnskI (JURGEN). Studien zur Geschichte der weltwirtzchaft. 
Berlin, 1952. 8”. Pp. 5 + 200. 


[These are a number of essays on the growth of the ‘‘ world economy.”’ They 
are concerned with the broad trends of production and international trade in 
the last century and a half. The point of view adopted by the author often 
puts facts in an unusual light; there is, for example, a remarkable table on p. 50 
showing how the industrial output of the imperialist sector of the world rose by 
a mere 36% from 1913 to 1938 while that of the socialist sector rose by 800%.] 


‘ 


ScuumPeTerR (J. A.). Aufsatze zur Okonomischen Theorie, 
Tiibigen: J.C. B. Mohr, 1952. 93’. Pp. 608. DM 38.50. 


[Reviewed in this issue.] 


Kraus (O.). Sozialprodukt und Volkseinkommen. Berlin: Dune. 
ker & Humblot, 1952. 94”. Pp. 123. DM 8.60. 


{An exposition and critical discussion of the notions of social product and 
national income based on Keynesian teaching. There are in addition useful 
chapters on the finance of investment and income distribution.] 


WEDDIGEN (W.). Wirtschaftsethik. System humanitirer Wirt- 
schaftsmoral. Berlin: Duncker and Humblot, 1951. 9’. Pp. 214. 
DM 12.70. 


(The author has attempted to examine the implications of different systems 
of ethics, particularly the Christian ethic, for economic organisation. His general 
thesis is that the Christian ethic is summed up in the postulate of “ love thy 
neighbour.” If this proposition is accepted and is applied to economic organisa- 
tion, then one can with consistency avoid supporting planned economies which, 
in the author’s opinion, inevitably lead to slavery. The development of the 
general thesis is not always clear, the reader being led astray by continual digres- 
sions on definition made necessary by the very wide coverage of the work in 
regard to the study of different economic organisations. The author does, 
however, indicate some of the more obvious conflicts between certain ‘‘ welfare ” 
criteria (such as maximisation of output per head) and his fundamental postulate.] 


Swiss 
Briers (G.). Zwischen Kapitalismus und Syndikalismus. Bern: 
A. Francke, 1952. 9’. Pp. 189. 
[In this book on the managerial revolution and the crisis in human affairs 
Professor Briefs of Georgetown (Catholic) University, Washington, argues that 


despite the danger of syndicalist totalitarianism it is the duty of trade unions to 
defend the liberty and the values of the worker. ] 


CHRISTEN (H.). Theoretische Betrachtungen sur schweizerischen 
Kriegswirtschaftspolitik. Bern: A. Francke, 1952. 94”. Pp. iii+ 
146. Swiss Fr. 15. 


[This monograph on some Theoretical Observations on the Swiss War Economy 
examines a number of reports and recommendations originating in government 
or university sources that were made about 1940 and were concerned with the 
problems that would be encountered on the mobilisation of the Swiss economy. 
The discussion centres on the best method of preventing inflation, and various 
views are presented on the relevance to this topic of the quantity theory of 
money.] 
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GraF (W.). Der Aussenhandel zwischen marktwirtschaftlich 
organisierten und zentralgeleiteten Volkswirtschaften. Zurich and 
St. Gallen: Polygraphischer, 1951. 84’. Pp. xvi-+190. Swiss Fr. 12. 


[After a rather long introduction which outlines in brief the main charac- 
teristics of planned economies and market economies, the author considers the 
international economic relations of both types of economy in theory and practice. 
The attempt to relate theory to practice is not altogether successful. It is a 
good idea to check what the literature on the theory of socialist economies has 
to say on international trade against the actual practices of planned economies. 
However, the theory the author uses is a trifle elementary and is primarily 
“ micro-economic ” in character, and he has some difficulty in finding out what 
actually goes on in the trade relations between Russia and her satellites. He is 
on safer and better known ground when he considers East-West trade relations. 
A final chapter considers the articles on non-discrimination and marketing in the 
World Trade Charter in relation to his main problem.] 


HINTERKIRCHER (H.). Konsumfinanzierung in der Schweiz. 
Mitteilungen aus dem handelswissenschaftlichen Seminar der Uni- 
versitit Ziirich No. 91. Zirich: Schulthess, 1951. 10’. Pp. 224. 
Swiss Fr. 10. 


[This volume is a descriptive study of consumer credit in Switzerland and 
more particularly of hire purchase. After an interesting chapter which traces 
the growth of instalment trading in Switzerland to the relative growth of wage 
and salary earners as part of the working population, the author proceeds to 
examine the origins of the different systems of consumer credit. A large part 
of the study is taken up with the details of alternative hire-purchase arrange- 
ments, and thus with the purely institutional aspects of the subject. While 
one might have welcomed some economic analysis of the consequences of this 
comparatively new development in Swiss financial history, the details of financial 
method are not without interest for the student of business finance. The work 
concludes with a very comprehensive bibliography of Continental literature on 
consumer credit. ] 


MEYER (WERNER). Elemente zu einer Beschaffungstheorie des 
Betriebes. Basel: Helbing & Lichtenhahn, 1951. 94”. Pp.v + 139. 
Swiss Fr. 12.50. 


[This book is concerned with what in the American literature is known as 
“scientific purchasing ”’ and ‘‘ inventory control” that is, business problems which 
are simple to solve in theory but difficult in practice. Some of the economically 
more interesting problems such as obsolescence and the valuation of stocks in 
times of changing prices are hardly touched on.] 


Austrian 


TINBERGEN (J.). Ejinfiihrung in die Okonometrie. Vienna: 
Humboldt, 1952. 73”. Pp. 271. 


[This is the German translation of the book reviewed in this issue on p. 118. 
It differs from the English edition in omitting three appendices. ] 


Dutch 


Tissot vAN Paror (J. P. B.). Het Concentratie-Verschijnsel in 
het Binnenlandse Vervoerwezen. Maarssen, 1952. 93”. Pp.7 + 182. 


[This study of the concentration process in inland transport in Holland is 
concerned particularly with its effect on the location of industry.] 
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Italian 


Cartucor (G.). Le Svalutazioni Monetarie Inglesi del 1931 e del 
1949. Milan: Unione tipografica, 1952. 93”. Pp. 26. 

(The author compares and contrasts the circumstances preceding and necessi- 
tating the devaluations of sterling in 1931 and 1949 respectively.] 


FRuMENTO (A.). Imprese Lombarde nella Storia della Siderurgia 
Italiana. I] Contributo di Falck. Vol. I, 1833-1913. Milan: 
Campi, 1952. 93”. Pp. ix + 274. 

[A history of the firm Acciaiere e Ferriere Lombarde Falck from its origins 


early in the nineteenth century up till the beginning of the First World War. The 
volume is richly illustrated with maps, photographs and drawings. ] 


INsTITUTO DI EcoNoMIA INTERNAZIONALE. Introduzione Statistica 
allo Studio dei Problemi Economici dell’Europa Federata. Genoa: 
Instituto di Economia Internazionale, 1952. 103”. Pp. 164. 


[The idea underlying this unusual and original compilation of statistical 
information is to provide in comparable form a wide range of particulars relating 
to the economies of Belgium, Luxemburg, France, Italy, Western Germany and 
Holland (these countries being designated the ‘‘ Federal Area”’), with the 
corresponding figures for Britain and the United States added for purposes of 
comparison. ] 


Vinci (F.). La Teoria dell’Ilusione Finanziaria di A. Puviani nel 
suo Cinquantesimo Anniversario. Milan: Unione tipografica, 1953. 
93”. Pp. 33. . 

[An interesting but neglected problem on the borderline of economics and 
psychology is that of determining the best way of collecting a given amount of 
taxes, taking into account the prejudices and “‘ illusions’ of the tax-payer. What, 
for example, are the advantages of the Pay As You Earn scheme of tax collection? 
In this pamphlet Professor Vinci directs attention to the work of Puviani on the 
theory of money illusion which deals with problems of this kind and was published 
fifty years ago.] 


Israel 


Tapmor (C.). Israel Economic Survey, January-June, 1952. 
Israel Business Pamphlets, No. 3. Jerusalem : Economic Department 
of the Jewish Agency for Palestine, 1952. 83”. Pp. 78. 


[This is the first of what is intended to be a series of regular quarterly surveys 
of economic conditions in Israel. The present issue contains a large amount of 
background information on the economy of Israel, in addition to a survey of the 
first half of 1952.] 


Latin American 


Banco Nacional de Cuba. Memoria, 1950-1951. Havana: Banco 
Nacional de Cuba, 1952. 93”. Pp. 531. 
[This contains a long essay on recent developments in the Cuban economy, 


together with a very extensive collection of statistical series, some of them 
carried back for many years.] 


Campos (W. E.). Administracion de Empresas. Buenos Aires: 
Editorial Bibliografica Argentina, 1952. 9”. Pp. 381. 


[A treatise on the personal and social aspects of the technique of business 
administration.] 
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Korean 


BLooMFIELD (A. I.). Report and Recommendations on Banking 
in South Korea. Pusan: The Bank of Korea, 1952. 10”. Pp. 92. 


{Mr. Bloomfield was one of the two authors of the Act establishing the Bank of 
Korea, which was passed by the National Assembly in April 1950. The present 
report was written early in 1952, and surveys the working of the banking system 
in the intervening years of war and inflation. The author recognises that banking 
policy can play only a small part in checking the rampant inflation, but he is 
strongly of the opinion that much more vigorous anti-inflationary measures can 
and should be adopted by the banks than has been the case hitherto.] 


Official 


BRITISH 

The Index of Industrial Production. Studies in Official Statistics, 
No. 2. London: Her Majesty’s Stationery Office, 1952. 84’. Pp. 
54. 2s. 6d. 

[This study describing the new Index of Production follows the lines of the 
earlier study on the Interim Index. A description of the methods is followed 
by appendices giving the series, deflators and special indices used. The index 
has 1,300 series, but 700 are for munitions. There are interesting sections on 
the use of employment and annual series and on spreading indicators by estimated 
days worked. With these improvements and weights from the 1948 Census of 
Production this index is a considerable advance on its predecessors; but it still 
relies on the doubtful hypothesis that gross output can be taken as a measure 
for changes in net output. In the appendix listing the indicators each indicator’s 
weight is now shown, also its unit and period of measurement, and the weights 
can be found as a proportion of the total and in 1948 values.] 


AUSTRALIAN 

BurEAU OF AGRICULTURAL Economics. The Papuan Rubber 
Industry. Canberra: Bureau of Agricultural Economics, 1952. 84”. 
Pp. 33. 

[A short study of production costs and possible outlets in the Australian 
market. Total cash costs are estimated at 1s. 2d. per lb. for all saleable rubber. ] 


CEYLON 


CENTRAL BANK OF CEYLON. Annual Report of the Monetary 
Board to the Minister of Finance for the Year 1951. Colombo: 
Central Bank of Ceylon, 1952. 10”. Pp. 73, and appendices. 

[This report contains a survey of the general economic situation in Ceylon in 


1951 and an extensive collection of statistics relating to the country’s economy, 
in addition to an account of the Central Bank’s activities during the year.] 


International 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT. 
The Economic Development of Iraq. Report of a mission organised 
by the Bank at the request of the government of Iraq. Baltimore : 
Johns Hopkins Press for IBRD (London : Geoffrey Cumberlege), 1952. 
83". Pp. 463. 40s. 

[To be reviewed.] 


INTERNATIONAL Lasour Orricze. The International Labour 
Code, 1951 (2 volumes). Geneva: The International Labour 
Office, 1952. 103”. Vol. I. Pp.v +1181. Vol. II. Pp. v + 1220. 


[To be reviewed.] 
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INTERNATIONAL Monetary Funp. Balance of Payments Year. 
book. Volume 4. 1950-1951. Prepared by Balance of Payments 
Division. Washington: International Monetary Fund, 1952. 11}", 


Pp. 289. 


[This fourth issue contains certain important innovations. The data for each 
country begin with a most convenient summary table covering the years 1946-5} 
(or as many as are available) with the compensatory official financing for each 
year set off against the surplus or deficit of the year, calculated under three heads ; 
goods and services; private donations and capital movements; special official 
financing. The more detailed statements in terms of the standard classification 
are now confined to the current year and are relegated, with all their inevitable 
attendant footnotes, to the end of each country section. This is a very valuable 
improvement from the point of view of the ordinary user. ] 


INTERNATIONAL MONETARY FunD. The World Payments Situation. 
A Series of Charts with Commentary Presented to the Seventh Annual 
Meeting of the Board of Governors of the International Monetary 
Fund. Washington: International Monetary Fund, 1952. 11’, 
Pp. 54. 


[This contains a series of very convenient and well-designed charts illustrative 
of movements not merely in international trade and payments but also in prices, 
incomes and other such magnitudes in different countries of the world, the 
period covered being for the most part 1950, 1951 and the first half of 1952. The 
charts, with the brief but illuminating commentaries by various authors that 
accompany them, were presented at the meeting of the Board of Governors of 
the IMF held in Mexico City in September 1952.] 


INTERNATIONAL TIN StuDyY Group. 1952 Statistical Year Book. 
The Hague : International Tin Study Group, 1952. 11”. Pp. 266. 40s. 


[This is the second year book that the International Tin Study Group has 
prepared, the first having been published in 1949. The coverage has now been 
substantially extended particularly with regard to statistics of production of and 
trade in canned foods. ]} 


UnitEep Nations. Preliminary Report on the World Social Situa- 
tion. New York: United Nations, 1952. 11”. Pp. 180. 12s. 6d. 


[To be reviewed. ] 


WorLD PowrER CONFERENCE. Statistical Year-book of the 
World Power Conference. No. 6. Annual Statistics for 1948-50. 
Edited by Brown (F.). London: The Central Office of the World 
Power Conference, 1952. 11”. Pp. 163. 35s. 


(This valuable work of reference contains all the essential statistical data for 
sources of fuel and power down to 1950, and, where they are available, provisional 
figures for 1951. Summary tables estimate total known supplies for coals, 
petroleum and electricity, but the inadequacy of the figures for the U.S.S.R. and 
Eastern Europe generally preclude the calculation of world totals.] 




















Theory of 
Economic Dynamics 


M. KALECKI. Published in lieu of 
second editions of Dr. Kalecki’s 
Essays in the Theory of Economic 
Fluctuations and Studies in Economic 
Dynamics, which have been unobtain- 
able for some time, this volume 
consists of six parts: Degree of 
Monopoly and Distribution of In- 
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